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I .  IITTRODUCTION 


This  report  sets  forth  the  recom::iendations  of  the  Personal 
Tax,   the  Business  Tax,   and  the  Local  Tax  Cor.irr.ittees  of  the 
Special  Co-;jnission  for  Tax  Reiom  with  respect  to  "tax 
expenditures"  for  reviev;  by  the  full  Ccrir^issicn .     The  corariit^cecs 
intend  that  these  reconnendations ,  to  the  extent  they  are 
approved  by  the  Ccimission,  be  considered  prelininary 
recommendations. 

A  "tax  expenditure"  is  defined  as  a  deviation  fro-i  the  nor::, 
of  a  tax  intended  to  encourage  certain  aviitiv-ities  or  to  provide 
special  benefits  to  certain  ta:cpayers.     In  1934,   the  General 
Court  mandated  that  a  tax  expenditure  report  be  produ~Gc  ai-^-ziur-lly 
as  part  of  the  Governor's  budget  recommendations.     That  repcr~, 
House  No.l,  Vol.  4    (hereafter  referred  to  as  the  "TEB'')  has 
contributed  greatly  to  our  review.     It  identifies  tax 
expenditures  "hich  result  in  revenue  fcrgcne  at  the   -tati  1  cv e i.  o - 
Tax  expenditures  at  the  local  level  are  not  addressed  by  the  TZZ, 
The  major  'cypes  of  local  tax  expenditures,   including  the  one 
discussed  in  this  report,  consist  of  revenue  foregone  at  the 
local  level  -chrough  non-taxation  of  property. 

ThG.re  has  never  been  a  thorough  reviev;  of  the  15  3  state  'cax 
expenditures  identified  in  the  TEB  or  of  local  tax  expenditures. 
Some  tax  expenditures  have  been  in  place  for  more  than  thirty 

-    Estimates  of  revenue  foregone  as  a  result  of  tax 
expenditures  are  tentative.     In  some  cases,   it  is  im.possible  to 
accurately  predict  the  revenue  which  would  result  from  taxing  a 
previously  untaxed  source  of  income.     Additionally,   TEB  estimates 
do  not  attem.pt  to  take  into  account  changes  in  taxpayer  behavior 
if  current  tax  laws  were  amended  or  the  interaction  am.ong  various 
provisions  of  the  t^x  code.     It  is  lihely,   therefore,   that  the 
estim^ates  are  somewhat  upwardly  biased. 
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years  and  no  longer  serve  thair  original  purpose,  others 
demonstrate  the  power  of  special  interests  at  the  expense  of 
sound  tax  policy.  Many  are  useful  and  based  on  aq^uiuablc 
principles  but  require  an  updated  approach  to  remain  responsive 
to  current  economic  and  technological  realities.  One  thinc'  is 
certain:   tax  expenditures  represent  substantial  revenue  foregone 
and  a  significant  redistribution  of  public  funds.     According  to 
the  TEB,   tax  expenditures  attributable  to  the  income,  corporate 
excise-,   sales  and  estate  taxes  for  fiscal  year  19SS  total  in 
excess  of  $6.25  billion,  compared  to  a  total  of  $7.C3  billion  in 
revenues  collected  from  those  taxes.     Each  tax  expenditure  is  no 
less  a  budget  outlay  than  the  budget  ite'ns  that  are  ~. cru-inizac. 
by  the  public,   the  legislature  and  the  administratio.:  each  anc. 
every  year.     Yet  because  tax  expenditures  are  hidden  in  the  tax 
code  and  are  lost  revenues  rather  than  direct  cu'clays  of  publi-^- 
funds,   they  receive  little  or  no  attention.  The  Commissicn's 
current  undertaking  is,  therefore,   significant  and  integral  tc 
any  thorough  reviev;  of  the  tax  policy  of  the  Cor:rionv'ealth «   It  is 
moreover,   timely  in  light  of  the  wide-ranging  tax  reform  affcr-.::. 
accomplished  at  the  federal  level  v/ith  the  enactment  cf  the  Ta:: 
Reform  Act  of  198  6. 

The  proposals  in  the  text  that  follows  cire  thci  result  of  ar. 
analysic  of  discrete  features  of  the  i'assachusetts  system  of 
taxation;   final  recomjnendations  should  not  be  made  until  that 
system  has  been  reviewed  as  a  whole.     VThat  may  appear  to  be  gccd 
tax  policy  in  isolation  may  not  bo  good  tax  policy  v;hsn  other 
aspects  of  a  tax  and  options  for  its  refoirm  are  considered. 
Additionally,   the  Commission  believes  it  is  essenoial  not  to 
finalize  reccmunendations  until  there  has  been  a  full  3ppcr~v.nity 
to  exchange  ideas  with  respect  to  its  findings  and  prelim.inary 
reccr^.endations  with  interested  merLbers  of  tha  oublic. 
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II .  SUMMARY 


A.   Personal  Income  Tax  Expenditures 

There  are  65  inccTr.e  tax  expenditures  listed  in  the  TE3, 
totaling  $2.0  6  billion,.  3  2.8%  of  all  tax  expenditures.  A  large 
portion  of  these  expenditures  ($360.4  million)  result  from  the 
fact  that  the  Commonv/ealth '  s  personal  income  ta:-:  generally 
adopts,  as  its  starting  point,  the  federal  definition  of  gross 
income  and  much  of  the  federal  tax  code's  definition  of  adjust 
gross  incom.e. 

As  to  those  expenditures  with  significant  revenue  impact, 
the  personal  committee  recommends: 

Retaining  • — 

Expenditures  with  direct  federal  counterparts 

The  itemized  deduction  for  medical  expenses  hut  upda- 
te current  federal  cede  provisions 

The  capital  gains  deduction 

Eliminating  — 

The  preferential  tax  rate  applied  to  interest  cn 
savings  in  Massachusetts  banks  while  proposing  the 
exemption  of  a  portion  of  such  interest  be  increased 

The  partial  exemption  from  taxation  of  unemployment 
comoensation  benefits  as  was  dene  e.t  tlic  federal  l^v 


The  total  exemption  of  social  security  benef: 
taxing  a  portion  of  benefits  for  filers  with 
substantial  other  income  as  at  the  federal  level  (th 
recommendation  will  be  reevaluated  as  part  of  th.e 
reviev;  of  taxation  of  pension  earnings  and 
contributions) . 


B.     Corporate  Excise  Tax 

The  TEB  lists  2S  separate  tax  expenditures  for  the 
corporate  excise  tax,   totaling  $266.6  million,   26%  o2  total  tax 
expenditures.     Forty-two  percent  of  corporate  expenditures  are 
attributable  to  the  adoption  of  definitions  and  accounting 
procedures  established  by  the  federal  code.     The  business 
coimnittee  recommends  the  following: 


Retaining  — 

Expenditures  witii  direct  federal  counterparts 
Eliminating  — 

The  investment  tax  credit 

The  deductions  and  credits  allowed  to  cezrtain 
businesses  in  poverty  areas  that  are  due  to  eiroire 

The  deduction  for  contributions  of  instructional 
equipment . 


C.   Local  Property  Tax  and  Related  Programs 

The  tax  expenditures  reviewed  by  the  local  ccrir.itwes 
are  those  which  result  from  the  non-taxation  of  property  held  by 
government  agencies  and  private  non-profit  institutions.  ITo 
reliable  estimates  of  the  cost  of  these  expenditures  exi.sj.  ~r.z 
local  ccmriittee  racorjnends  the  following: 

Provide  technical  assistance  to  communities  through  a 
special  unit  of  DOR  to  help  communities  value  private 
tax-exempt  property  and  enter  into  payment  in  lieu  of 
taxes   (PILOT)   agreements  and  to  help  DC?.  coll3-3t 
relevant  data 

Freeze  and  hold  ha2nnlesG  current  reimbursements  for 
state-c.nied  land  (SOL)   and  require  the  Division  of 
Capital  Plarjiing  and  Operations   (DCFO)   to  repoi't  -cz  the 
legislature  on  the  e:itent  of  SOL 

Authorize  and  direct  all  Hassachusetts  Qut>-ioriti2i3  tn 
enter  into  PILOT  agreements  and  rsquire  proper^iy 
taxation  of  land  leased  from  authorities  by  profit 
making  enterprises . 
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IIJ-.    OVERVIEW  OF  PERSOIIAL  IllCOIii:  T2^i  EXPENDITURES 

The  existence  of  tax  expenditures  in  the  Massachusetts 
personal  incone  tax  largely  steins  ::rcrn  r^rovision 


^  m  -c.-n  racer 


internal  revenue  code.     Forty-seven  of  the  sixtv-five  pe--ona^ ' 
income  tax  expenditures  have  sone  federal  counterpart  and  si^^^" 
nore  were  au  sone  time  linked  to  federal  tax  expendi-curas , 

This  report  analyzes  those  expenditures  by  their 
relationship  to  the  federal  code.     The  administrat-^P 
of  auditing  and  assuring  compliance  is  directlv  re^  :^tad^7hZ' 
closely  the  Commonwealth  abides  by  federal  definitions  ^^-o^- 
and  adjusted  income.     m  addition,  principles  of  inccnc 
policy  on  the  state  level  often  parallel  ^hose  of "thrf ^de^a^ 
government.     A  notable  difference  in  the  structure  of  t^e  rvo 
codes  is  that  l^assachusetts  has  a  proportional  income  t^^— 
required  by  the  Massachusetts  constitution--;7hile  f e^— ^  -"^ 
rates  are  progressive.     chart  1,   on  the  follo.;ing  page. 
Illustrates  the  relationship  between  the  federal  and 
Massachusetts  personal  income  tax  codes. 

^.i-   „ax  ^c.T_.t2.ttee  applied  basic  tax  r-inci-r- i- 

its  consideration  of  tax  expenditures.     Personal  inco^:c'r^-T^ 
expenditures  were  evaluated  with  respect  to  their  e-^'^ec- ^' -^e>. - 
m  making  the  personal  tax  code  administrable  and  und^^-st^~ 
to  the  taxpayer,   their  ability  to  assure  that  'caxoavers  hea- 
their  fair  -hare  of  tax  burden,   their  cos~  effectiveness  ir 
of  accomplishing  their  intended  purpose,   and  the  degree  -co  -^ic 
they  promote  neutrality. 


-J  o 
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CHART  I 


All  InccT-.e 


FEDERAL  EXPENDITURES  ADOPTED  BY  i-IASSACHUSETTS 


■ 

ifedaral  Gross  Incor:ie 

LIASSACI-rJSETTS   SPECIFIC  EXPENDITURES 


Massachusetts  Gross  Income  (MGI) 


Part  A  MGI 


Part  3  MGI 


CARRY  CVER  OF  FEDERAL 

EXPENDITURES  ADOPTED  BY  MA 

I 

I 

MASSACHUSETTS  SPECIFIC 
EXPENDITURES 


:DERAL  EXPENDITURES 
ADOPTED  BY  I-IA 


Part  A  Adjusted  j 
Gross  Inccna 


-art  B  Adjus'c&d  i 
Gross  Inccr.e  ' 


I'assachu setts  AGi 
(for  nc  ta;:  status) 


Carry  over  of  Personal 
ExeinDtions 


Personal  E::er.":::tionG  i 


IL"\SSACKUSETT3  SPECIFIC 
EXPENDITURES 


1'LA.SSACri JSETT3 
EXPENDITURES 


|Ta::abls  mcor.e  at  10%  j 

Taxable  I 

Income  at  5'j  j 

1 

1   Massachusetts  Tax 

MASSACHUSETTS  SPECIFIC 
EXPENDITURE  (credit) 


Massachusetts  Tax  Due 
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IV.    INCOME  TAX  EXPENDITUIIE  RECOI-G-iENDATIONS 

A.      EXPEND ITUPJES  WITH  DIRECT  FEDEIUiL  CCUNTEHPAP.TS 

Ttie  personal  taxation  coamittae  reconnnends  that  the  Coanission 
leave  the  following  eirpanditiirss  listed  on  pages  7  and  C  an  -dLic 
currently  eiiist  in  the  Massachusetts  tajr  code, 

1,   Excl'isicns  ':rcn  cr:ros3  inccne 


Sud:iet  red.  E'. 

f.'UTcer    Tax  Expenditura  Tv'p-i    Cntrprt  CI 


11 

Net  ExefTpticn  cf  Znpl-oyer  Contributicr.s  and  Earnings  of  Private  Pension 

P 1  ans 

- 

y 

I 

30 

Exemption  of  Erolcyer  Contributions  for  Medical  Insurance  PremiLens  and  i 

'ledical  Care 

1 

H 

23 

Deferral  of  C 

lapital  Gains  ;n  KoiT.c  Sales 

13 

ExcTOticn 

of 

Interest  cn  Life  Insurance  Policy  and  Annuity  Cash  Value 

1 

V 

16 

Ncntaxticn  of 

■  CcDita:  Cains  at  Caath  or  at  the  Time  of  Gift 

24 

Exerotion 

of 

Capital  Gains  on  Hcrne  Sales  for  Persons  55  and  Over 

1 

V 

12 

Exerotion 

of 

Earnings  cn  IRA  and  Kcogh  Plans 

14 

Exeroti  on 

of 

Preniurs  on  Group-Term  Life  irsurcncc 

34 

Exeroticn 

of 

Scr.olarships  and  Fellowships 

1 

61 

Exerot 1  on 

of 

Cenefits  and  Allowances  to  Arned  Forces  Personnel 

*1 

V 

55 

ExeiTotion 

of 

Meals  and  Lodging  Provided  at  Work 

1 

V 

c 

1 

Exerot ion 

of 

Puolic  Assistance  Senefits 

1 

53 

Treatr,3nt 

of 

Susincss-Re'-ated  Entertninrir*  E/.p-crccs 

3 

Er.eraticr. 

0  T 

'..'or xers '  Coxpensat  i  cn  2enc-f  i  ts 

V 

64 

Exemption 

of 

Mi  I i  tary  0 isabi I i  ty  Penjicns 

p 

cQ 

ExcOTtion 

of 

Dependent  Care  Expenses 

15 

ExefTpticn 

of 

Preniiurns  on  Accident  and  Accidental  Death  Insurance 

1 

V 

33 

Exerot  icn 

of 

Certain  Foster  Care  Pa>'n>3nts 

1 

K 

C-) 

JU 

Exerot ion 

of 

ilarrings  cn  Stock  Canus  Plans  or  Profit  Sharing  Tr-jsts 

3 

V 

36 

ExefTipticn 

of 

Cert:: in  Frir.cs  and  /  wards 

1 

11 

E/erot ion 

cf 

Hental  '.'a'.i..e  -f  Parsonages 

■1 

60 

Exerot ion 

of 

Cost -Sharing  Pa-/nents 

1 

V 

Exerption 

of 

PavTonts  Hade  to  Ccal  Miners 

1 

V 

51 

Treatment 

Incentive  Stock  Options 

3 

Tv3n"C"-f our  3:-:pandituras  exist  because  L'Ia£sachusa"ts  dorir.cis 
gross  inccne  by  reference  to  the  federal  code.     In  doing  sc..  'ir-c 
Ccnncn'realth  excludes  or  defers  sources  of  incc:?.e  thr.t  a.r-3  r.cc 
even  included  cn  the  federal  fo2m. 

To  tax  any  of  these  sources  of  incone  v/ould  recr^^ire  the 
Connon:;ealuh  to  decouple  from  the  federal  code  to  a  greater 
e:rtent  than  it  does  nc*;.     This  is  not  an  irpo3sibili':.y .  The 
Conr.onwealth  does  add  four  sources  of  inccne  to  the  federal 
definition  of  gross  income  (notably,   taxation  of  intierast  of 
obligations  from  state  and  local  governnen~s  outside  cf 
Massachuseuts )  ,  bu-;:  -it  dees  so  at  the  risk  of  ccnplianc.  and 
verification  difficulties. 
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2 .   Costs  of  EarniRcrs  IncoTne 


Bucget 

Wuiocr    Tax  Expenditure 


40 
33 
26 
43 
44 
57 
42 
39 
45 
27 
36 
59 
46 


Fed.  B'jc'- 
•.rrprt  Clss 


Depreciation  on  Buildings  (Other  than  "ontal  HcusingJ  in  excess  of  Straight-Line  i  y  Z 

ACSS  for  Equipr-ient  4  Y  C 

Depreciation  on  Rental  Housing  in  Excess  of  Straight-Line  4  v  [ 

Expensing  Exploration  ard  Develcpsnent  Costs  4  y  c 

Excess  Natural  Resource  Depletion  Allowance  4  c 

Five- Year  Amortization  of  Business  Start-up  Costs  4  ?  c 

Expensing  Research  and  Devclopnsnt  Expenditures  in  One  Year  4  Y  C 

Deduction  for  Excess  First-Year  Depreciation                                                     '  4  Y  C 

Expensing  Certain  Caoital  Outlays  of  Farmers  4  V 

Accelerated  Oeprsciacion  for  Rehabilitation  of  Lowlncomo  Housing  4  Y  I 

rive- Year  Amortization  of  Pollution  Control  Facilities  4  V  v 

Soven-Year  Anwrtizaticn  for  Reforestation  4  f  v 

Five-Year  Amortization  of  Certain  Operating  Rights  4  Y  Z 


Est. 


•i.A. 


The  tiiiirteen  tax  expenditures  listed  above  are  traceable  tr 
tb.e  federal  code.  By  coupling  to  the  federal  code,  the 
Comacnweal^^  allows  for  these  deduc^^ions,   each  of  vhich 
represents  a  cost  incurred  in  the  process  of  earning  incczie. 

The  Ccrmonwealth  could  decouple  fron  the  cede  and  exclude 
these  deductions  or  it  could  codify  the  deductions.  Zxcludinrr 
the  deductions  would  tax  bona  fide  costs  of  earning  incone. 
Modification  is  possible,  but  v/ould  be  burdensone  to  the  tairpaye: 
who  "culd  need  t'jc  separata  accounting  naasures  for  the  sa-£  cc3: 
of  dcinc  business. 


3 .      Income  Prohibited  from  Taxation 


Cudgc- 


Tax  ExDerditure 


T^-pe  Cr.tr 


63      ExejTOtion  of  Veterans'  Pensions,  Disability  Coroensation  and  GI  Benefits  1 
62     Exerot-on  of  Ccooensation  to  Massachusetts-Based  nonresident  Military  Perscr.nel  1 
9      Excr-nticn  of  Railroad  Retireo^snt  Benefits  1 


The  three  exei:i"otions  listed  above  are  categories  of  inocz:: 
which  states  are  legally  prohibited  fron  taxing. 
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B.      FEDERALLY -BASED    (THOUGH  NO  DIRECT)  EXPENDITURES 

Tlze  fcllcving  eight:  eicpandit'Lires  ars  G>:3nprion3  and 
deductiions  -that  have  scne  coiintezrpar u  in  the  federal  coda   (fcr  a 
discussion  of  how  they  are  connected  to  the  federal  cede  see  pp. 
11-13  of  the  CcEziissicn '  s  report  Massachusetts  T?.::  E:--rcer.dit"j:i"SL- : 
The  Personal  Inccne  and  Sales  Taxes) .  They  are  not  ccsrs  of 
earning  income,   and  are  not  prohibited  fron  state  taxanicn. 

Within  this  category  the  personal  taxation  committee  na:-:es 
the  following  reccmznenda -ions : 

Retaining  — 

The  exemption  of  nedical  eirpenses ,  updated  to  ■the 
federal  coda,   as  anended  bv  the  Tax  Refom  Act  of  IS 3 5 
(TEB  #  31) 

The  ciirrant  additional  exemptions  allowed  fcr  "the 
elderly  and  blind,  and  the  deduction  for  rei2±;irsGd 
Ecving  e:roenses  (TEB  #'s  18,  11,  and  54} 

Giving  finrther  consideration  to  - — 

The  nxenptic:!  of  interest  fron  I-Iassachnsettn  r^tz.t-2  C-ri'I 
m-jjiiiicipal  obligations   (TEB  #  65) 

The  deduction  fcr  child  care,  deductions  fcr  students 
aged  19  and  over  and  for  a  dependent  child  earning 
incc3iG  when  the  ta2:ation  relating  to  personal  incrne 
"l:aii:ation  and  family  is  discussed  nore  generally  ,135 
v'S  ^5,  and  19  • 


Budget  .Ted, 
MviTcer    Tax  SxDeodi t'jre  Tv-.;  c.-.-r: 


65  ExcrTziticn  of  Interest  rrc-n  Massachuscttc  Cbligacicns  1  .'  D 

31  E;^en:3ricn  of  .'isdica!.  E.-cponseG  2  Y  H 

1?.  Additicnal  Sxemaricn  for  the  Elderly  2  "i  » 

22  rec'-'ct icn  for  Jus ir.^ss- Related  CJiildcara  Expenses  2  V  I 

35  Perscnal  Exerrcficn  for  Students  Aged  19  or  Over  2  Y  E 

17  Addiricr.aL  cxeroticn  for  the  Blind  2  Y  I 

19  Cccer.csnrc  Zxeraticn  Vhcre  :ho  Child  Earna  Income  2  Y  ! 

54  Doc'jcticn  for  P.eirroursed  Moving  Exponseo  2  M  C 
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Disc-jssion  cf  TJGdical  axnensgn. 


The  deduc-ticn  of  ncdical  eMpansGS  is  tho.  only  itenised 
fsdaral  dediiC"icn  that  Massachusa^'^s  raccgnizes.     Only  -.tanizars 
car.  taka  th2.s  daducticn,   and  fadaral  ta::  rafam  rastricrs  tha  us 
of  tha  deduction  to  expanses  tha-c  axcaed  7,5%  of  adjus-ad  gross 
income.     Curran-ly,.  the  Conncnwealth  is  linked  to  the  lioz  Cede 
which  allows  for  deductions  of  medical  expenses  ahcve  5%  of 
adjusted  cress  incone.     Tha  ccnnit-ae  considered  four  options: 
(1)   retain  the  current  deduction, (2)   update  to  the  federal  code, 
(3)   elininata  the  deduction,  and  (4)   update  to  the  coda  but  only 
allow  filers  over  65  to  be  eligible  for  the  deduction. 

The  coni2it"ee  decidad  that  maintaining  this  deduction 
without  updating  it  to  tha  anendad  fadaral  coda  would  rasult  in 
unnecessary  and  conplicatad  ccnputa^ions  for  filers  and  for  DC?.. 
Al'ohough  the  deduction  favors  higher  incone  taxpayers  ganarally 
(because  it  is  prinarily  highar  incona  ta:rpay6rs  who  itaniiia;  , 
its  incidence  is  nore  evenly  spread  across  incone  ranges  for 
filers  over  65,     The  coiimit~ee  reccnnends  retaining  the 
deduction,   updated  to  the  current  federal  code  provisions,, 
priziarily  to  allow  at  laasw  soz.a  filers  relief  frcn  exuracrr'inL.r 
nedical  and  dental  e:ipenses , 

Below  is  an  incidence  chart  provided  by  Andrew  r;S£chovs>yc 
(A  graph  which  depicos  DC?,  data  on  tha  nunbar  of  filers  and 
average  deductions  by  age  is  included  in  Appendix  A  nano  1;  . 

MEDICAL  d£"l;ct:c;i  ifZI 


Torsi 

Avcrcce 

Dscucticn  As 

Inccme  Level 

DedL'ctun  Per 

X  of 

(SOCQ's) 

Return  (S) 

i'icns/  Ir.ccme 

<  5 

0 

G.CO". 

5  to  10 

69 

*Q  to  15 

AOS 

c . :  or. 

15  to  ZC 

59-'+ 

o.^cr: 

20  to  Z5 

653 

1 ,  G  r« 

25  to  30 

6C4 

1  •  "> 

30  t3  35 

6Z3 

1 . 1  cr. 

35  to  iO 

6U 

1.10% 

AO  to  4j 

625 

1 . 1  C?i 

A5  to  SO 

6A3 

1,2:-: 

50  to  75 

695 

1  c^*^ 

75  > 

783 

o.rc?: 

Average 

660 

c.ic?: 
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C.     tmSS AOnJSZTTS  SPECiriG  EXPENDITURES 

1.  Msssachuser^s  st^acific  arooanditurgs  but  a-  ens  ti-a 
federal  tax  exrier.ditures  as  well. 


v'Jith  respect  to  this  grcup  cf  si:^  e:rpanditurcs ;  zhe  pGrscr.al 
taxation  conmittee  recomnends : 

Retainizig  — 

Tiis  capital  gains  deducticn  (TEB  #  4S) 

Eli22ina-tir.g  .  • 

Tii3  total  exsnption  of  social  SGcnz'itY  benaflts  Izy 
tzLxing  a  portion  of  benefits  for  filers  witJa 
siibstantial  otiiar  income  as  at  "the  federal  level  i/ciiis 
recoimendaticn  will  be  reevaluated  as  pari:  of  -che 
reviet;  of  taxation  cf  pension  eazmings  c~id 
ccntributicns ;    (TEE  #  3) 

Pajrtial  eiiemption  from  ta:xation  of  imemplovnent 
Isenafits  as  v/as  done  at  the  federal  level   (TEB  #  2' 

TliG  er^ensing  cf  ccnstruct.icn  period  interest  and  taiier 
'.-ralcii  will  expire  when  the  Ccinncnwealth    updates  its 
reference  to  the  federal  ccde^   as  amended  by  the  Ta:: 
Hefora  Act  of  19S5   (TEB  #  41)  . 


Giving  Further  Consideration  To 


The  renewable  eneroT"  source  credit  and  paten-'";:  tc" 
onezrgy  conversion  (TEB  #s  57  and  53)   when  the  parse  rial 
t:a:x  and  business  tax  cormit-ees  cciaplete  a  nore 
conprehensive  analysis  of  expenditures  relating  to 
energy  efficiency. 


3 
49 
2 

c  n 

57 


7v?-3  Cr.tr- 


E.-.ersticn  of  SccicL  Sccurir/  Benefits 

CaaicaL  Gains  Oec'jcricn 

"xKTBzicn  of  'Jn?n-Dlo',~2nt  3enefits 

Rcneyaole  £r.orgy  Czurcs  Credit 

Ex  sen  sir.  3  Construction  Period  Interest  and  Taxes 

Exefraticn  of  Incc-me  from  the  Sale,  Lease  or  Transfer  of  Certain  Patents 


Est. 
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Discussion  of  social  sacurity 


Effective  as  of  1934,  a  pcrticn  of  Gccial  security  tanefi 
received  by  higher  incoiae  taxpayers  has  i^een  taxed  at  the  fade 
level.  The  Comionwaalth  has  been  decoupled  fron  this  provisic 
of  the  federal  code  since  than. 

The  federal  code  generally  provides  for  the  ta::ation  of  c 
half  of  social  security  benefits  of  those  with  relatively  high 
incciaes  (for  an  analysis  sec  staff  memo  2  in  Appendix  A) If 
the  purpose  of  the  complete  e::Gmption  of  social  security  benef 
is  to  protect  financially  vulnerable  elderly  filers,  tha 
exemption  appears  to  be  overly  bread.  Coupling  with  the  coda 
would  still  provide  for  lev;  incom.e  protection  and  would  contin 
to  represent  a  substantial  tax  expenditure  of  $197  million. 

The  committee  detarmined  that  tha  federal  approach  tc 
taxation  of  social  sacurity  benefits  reflects  sound  tax  p:)licy 
Howevez",   the  comjAittee  wants  to  consider  the  treatment  of  soci 
security  benefits  income  in  conjunction  with  pension  inccr.e 
benefits.     Information  on  public  and  private  pensions  is 
presented  on  page  16  of  this  report. 

Discussion  of  capital  gains 

The  federal  Tax  Reform  Act  of  13  8  6  eliminates  tha  capital 
gains  deduction .     vJhila  tha  Ccmj.ionwaalth  is  not  directly  ccupl 
with  the  federal  code  on  this  expenditure,   it  has  closely 
follov/ed  federal  policy.     As  such,   elim.ination  of  cap:;tal  gair 
deduction  at  the  state  level  was  considered. 

One  rationale  given  for  the  elimination  of  the  capital  cz 
deduction  on  the  federal  level  v/as  that  tax  rates  for  the  :e  mc 
likely  to  have  incor.e  from  capital  gains  ',;are  substantially 
reduced.  There  has  been  no  corresponding  decrease  in  rates  ir 
Massachusetts.  So  while  50%  of  capi-cal  gains  are  deductible  . 
Massachusetts  unearned  income,  the  remaining  50%  is  taxed  at  2 


The  formula  is  actually  m.ore  complex  than  rhis.  Tlie  ta: 
r.m.ounts  tr,  the  lesser  of  one  half  of  social  security  benefits 
(S33)  OR  cna-half  the  difference  bet'.reen  m.odified  adjusted  grc 
income  (I-riGI- — it  differs  from,  adjus'ced  gross  incorLe  in  tha\:  L'. 
includes  othe2rv;ise  tax  exempt  interest  and  excludes  social 
security  benefits)  plus  one  half  of  social  security  benefits  c 
$25,000  ($32..  000  for  m.arried  filers).  The  forraulaic  exprassior 
the  tax  liability  is  tha  lesser  of: 

1/2   SS3       or         1/2    [(MAGI     +     1/2   SS3)    -  $25,000] 
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The  effac-iva  tax  rata  on  all  capital  gains  is  then  5%,  the  sa: 
tax  rate  applied  to  earned  income.     21inina-ing  the  deduction 
increases  the  effective  tax  rate  on  capital  gains  to  10%. 

The     TE3  incidence  chart  below  illustrates  that  it  is 
prinarily  high  incoEie  ta:-rcavers  that  benafit  frcn  "cha  capital 
gains  deduction. 


CAP! 

TAL  GAINS  :sdl;c' 

TICf)  CS!49) 

Adjusted  Gross 

TotaL 

Average 

Incona  Level 

Benefi  t 

Benefit  Per 

Benefit  As 

(SQOO's) 

(SOOO, COO'S) 

Return  ($) 

X  of  ag; 

<  10 

5.3 

6 

10  :o  20 

7.3 

11 

cor-. 

20  zo  30 

9.2 

21 

o.:s% 

30  to  50 

19.3 

41 

O.IIX 

50  to  100 

33.1 

174 

0.27% 

ICQ  to  200 

27.9 

979 

0.74% 

200  + 

91.4 

10798 

2.44% 

TOTAL: 

194.5 

71 

0.31% 

Discussion  of  unernplcvment  benefits 

The  Tax  Refcm  Act  of  1SS6  includes  unenplovnent  I^enefits  as 
taxable  incons.     If /when  the  Conzicnwealth  couples  ;:ith  tha  19 
Federal  Coda,   unanplcvnent  benefits  would  be  taxed  unlass  the 
Cciniiicnwealth  specifically  decouples. 

The  coninittae  believes  that  the  principle  of  tax  equity 
anong  filers  wiuh  the  sane  incone  level  represents  sound  ta:: 
policy.     Families  with  identical  incones  ■ — despite  the  sourca"- 
should  be  taxed  similarly.     Scne  filers  with  long  and/or  several 
bouts  of  unenplo'^^Tient  would  fall  belcv;  the  no  tax  stanus  (cr 
within  the  range  where  marginal  tax  rates  canno-c  exceed  10-:;  , 
prot:ac~ing,   to  some  degree,   low  income  recipients. 
Administration  and  Finance's  estimate  of  the  current  e:rpenditura , 
which  takes  no  tax  status  into  account,   is  $7  million. 

Given  that  the  Tz.x  Reform  Act  requires  taxation  of 
unemployment  benefits  on  the  federal  level,   the  commit~aa 
recommends  that  future  legislative  debates  over  the  levels  of 
unamploymen"  benefits  take  in~o  considera'Z.icn  'zho.  new  lax  sta-us 
of  unemployment  benefits. 
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a  r-  o  ^ 


2 .     Massachusetts  s"cecific  a:<r)enditures  with  no  f  

counterpart . 

The  Conmittee  nakes  the  following  recoia-iendations : - 

Retaining  — 

The  rent  deduction  (TE3  #  25) 

Eliminating  — 

The  preferential  tax  treatment  of  interest  frc-i 
Ilassachusetts  savings  banJcs  so  that  this  incons  is 
tzixed  at  the  same  rate  as  other  unearned  inccnc  and  the 
current  exemption  of  a  poriiion  of  such  interest  be 
increased  to  an  amount  not  to  e;:caed  $1000   (TSB  -y' s  -LS 
and  47) 

Giving  Further  Consideration  To  — 

The  exemptions  for  contributions  to  cccial  ::acuritv  a::i 
public  pension  plans  (up  to  $2000)   and  -the  exemptions 
of  payments  under  certain  public  pensions  plans  aitd 
annuities'^   (TEB  #'s  6,7.5,10) 


Deductions  fcr  dependents  under  12  and  iJ: 

fees  when  personal  income  taxation  and  the  family  ar2 
reviewed  generally  (TEB  #s  21  and  32) , 

Sudget                                                                                                                                    "  Fed.  C'jc^c 

Honber    Tax  Expenditure                                                                                                            Typo  C.-,:rp.-:  Class 

43     Taxaticn  of  5^  of  Interest  cn  Savings  in  ,';ass^c^.L.'3etts  Barks  5  '.'  Z 

6  Deduction  fcr  Entoyss  Taxes  to  Social  Security  -nd  Sailrccd  Retirement  2  'i  ' 
25  P.snc  Deduction  2  II  I 
21  Deduction  for  Dependent  under  12  2  H  I 
47     ExefTotion  of  Interest  cn  Savings  in    Massachusetts  Banks  (First  S200)  2  M  C 

7  Deduction  fcr  En^Lcyse  Contributions  to  P'jblic  Pension  Plcns  2  II  I 
1G      Exerotion  of  PayT::ent3  under  Certain  Contributory  Pensicn  and  Annuity  Plans  1  II 

5      Exoration  of  Annuity  or  Pensicn  Payrrents  to  Fireoien  ard  Policefoen  1  H  I 

23     Wcntc-aticn  of  Charitable  Purpose  Inccrie  of  Trustees,  Executors  or  Acriinistratcrc  2  ?l  H 

ZO     Deduction  of  Capital  Lessee  Acainst  Interest  and  Dividend  Incc.Tvs  2  '(  C 

32      Deduction  for  Adoption  Fees  2  H  '"■ 


Non-taxation  of  charitable  purpose  income  and  deduc-icr.  cf 
capital  losses  v/cre  not  considered  by  the  ccnmittee   (TZ3  zZ 
and  2S)  , 

^     A  discussion  of  pensions  is  included  as  an  addendum  to 
this  report  on  page  16. 
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Discussion  of  rent:  deduction 


The  renr  deducticn  is  viewed  as  bozh  low  inccne  protac-::icn 
for  rentiars  and  as  a  state  counterpart  to  lowerinc:  prcpemy  ta::a3 
rates  for  hoiaeovmers  under  the  provisions  of  Proposition  2  1/2. 
As  inccne  rises ^   so  does  the  liJ^elihocd  of  hcne  ownership.  As 
such,  the  bulk  of  the  renter's  deduction  accrues  to  'those  'v:i"h 
income  below  $3  0,  000.     The  expenditure  was  created  as  part  of 
Proposition  2  1/2.     The  state  forgoes  revenue  uo  provide  equity 
for  renters  as  localities  decrease  ta:-;  burdens  for  hcne  o;/ner3. 

Discussion  of  Massachusetts  bank  interest 

Current  law  provides  for  a  $100  e:^enpticn   ($200  for  jcinu 
filers)   and  a  5%  tax  rata  for  interest  earned  on  savings  frcn 
Massachusetts  banks.  The  preferential  treatnent  cf  Massachusetts 
bank  interest  X7as  originally  based  on  a  noTiicn  of  double  tzx^.-zi'^n 
which  is  no  longer  accepted  (see  Richard  Tresch's  Connissicn 
Report  on  the  Personal  Incone  Tax,  page  87)  .     Tresch  also  finds 
that  the  incentive  canno"  be  justified  as  a  neans  to  st:inula":"3 
the  supply  cf  savings  and  'tha^  it  sar'/es  as  a  subcidy  uc 
Massachusetits  depositors.     The  incidence  chart  belcv;  illustrawas 
than  the  relative  advantage  of  this  exenption  accrues  to  high 
inccne  taxpayers . 

By  elininating  the  pref ersn'O-ial  tax  rata  and  incre.?.Giny  'ch-i 
exenption  level,   the  Connonwealth  can  reduce  the  ei-rpenditura 
signif ican'^ily   (sas  table  in  neno  1  of  Appendix  A)    and  G':ill 
provide  for  low  and  ncderatra  inccne  protection. 


R2!1T  DZD'JCTIC!."  (;V'25) 
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To 
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3er 

efit 
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000' s; 

P. e turn  (3) 

%  cf  AG  I 

<  10 

10.5 

n 

0.24% 

iO  to  20 

19.6 

29 

C.2C% 

ZO  to  30 

U.4 

32 

O.IZ;'. 

-J    to  Zli 

10.0 

21 

0.05% 

50  zo  ICC 

2.3 

11 

o.02r. 

ICO  to  2C0 

0.2 

7 

0.01S 

0.0 

n 

o.cor: 

CTAL; 

56.7 

21 

o.C9r. 

FRc;i  -lAssArH'jsET's  £.'-::c3  (.n-z: 


Adjusted  Gross 

Tot 

al 

Avcro^e 

Incocie  Level 

Ber.ef  1 1 

Scnefit  Per 

3ene--it  As 

CCCGO's) 

c:o 

s) 

<  10 

.0 

■5 

0 .33% 

10  to  20 

.  7 

20  to  30 

24 

33 

33  to  30 

'■  •  /."' 

50  to  TOO 

20 

.6 

100  to  200 

6 

.3 

2Z: 

C. ' 7% 

2C0  * 

n    •  ?■« 

TOTAL: 

49 

15 


ADDENDUM:   PENSIONS  A2ID  SOCIAL  SECURITY 


Currently  the  state  taxes  benefits  from  private  pensions  bu- 
not  public  pensions  and  currently  exempts  all  social  security 
income.     Only  the  taxation  of  private  pensions  parallels  federal 
treatment  of  pensions  and  social  security  (for  a  full  disjussicn 
on  the  taxation  of  social  security  see  memo  A-2  in  Appendix  A) . 
Currently  the  state  provides  for  a  deduction  up  to  $2  000  for 
contributions  to  social  security  and  public  pensions.     There  is 
no  parallel  deduction  for  contributions  on  the  federal  level. 

Social  security,  public  pensions  and  private  pensions  are 
three  distinct  sources  of  income:  they  differ  as  tc  the 
involvement  of  state  government,   original  intent,   and  relative 
importance  to  elders'   income.     What  binds  them  together  ir.  uhsir 
treatment  here  is  that  each  provides  a  source  of  income  for  cider 
households . 

Social  Security:     The  Social  Security  Act  of  1935  establizhed  r. 
form  of  "old  a.<^e  security"  for  the  nation's  elder,   disabled,  ar.d 
widowed  population.     It  placed  the  federal  governm.ent  in  the 
position  of  transferring  inccm.e  from  current  workers  and  -iheir 
employers   (through  mandated  social  security  ccntributicns )  v,c 
those  who  no  longer  v/ork  (ir  the  form  of  social  security 
benefits) .     Money  taken  in  today  is  spent  today.     It  is  a  fcrr.  cf 
supplemental  income  security  like  unemployment  benefits  and  A;..:, 
to  Families  With  Dependent  Children  (AFDC)  .     It  was  esta:5l:.£:h2d 
during  the  depression  "./hen  it  was  recognized  that  people  wichcuz 
waged  income  could  not  depend  on  families  to  support  the:;.. 

Massachusetts  Public  Pensions;     The  current  system  of  publ.'.c 
pensions  in  Massachusetts  v/as  established  in  1943,   al-chough  -'r.zse 
has  been  some  fom  of  public  pension  system  in  Massachusa'cts 
since  the  early  1900s.     There  are  116  retiremenu  beards 
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administering  the  Contributiory  Retiraiaent  Law  (MGL,   Chaprer  32) 
for  active  and  retired  state  and  local  employees  in 
Massachusetts.     Public  enployees  contribure  and  receive  s^a-ce 
pension  income  in  lieu  of  social  securirv.    (It  should  be  nccad 
that  income  received  from  public  pensions  is  hic-her  than  tha- 
from  social  security,)     Employees  ccntri/jute  5%;   T-j;   or  3%  of 
their  salary  (the  percentage  depends  on  when  an  employee  enters 
the  system)   to  the  Annuity  Saving  Fund.     The  employer  dees  net 
put  matching  funds  in  for  employees  at  that  time.  Zach 
employee's  contribution  is  invested  and  accrues  interest  which  is 
set  aside  for  him/her  until  retirement,   at  which  tir^e  funds  are 
sx-/itched  to  the  Annuity  Reserve  Fund.     Benefit  levels  for 
retirees  cire  specified  by  statute  based  on  years  of  ser^'/ic^,  age 
at  retirement,  and  average  salary  (of  three  highest  years) , 
Payments  by  emiployees  into  the  annuity  reser^/e  fund  do  net  cc^-sr 
the  retirement  allowance  as  specified  in ' the  statute.  The 
shortfall  'betv/een  the  Annuity  Reserve  Fund  and  entitled  benefits, 
which  is  estimated  to  be  between  8  0-8  5%  of  the  total  pension 
requirement;    is  funded  by  the  employers   (i.e.   the  state  ar.c".  l;;c-.l 
governments).     In  FY83,   an  estimated  total  of  $525  millio:.:  (-.his 
figure  includes  the  cost  of  living  adjustments  for  pensions  cf 
local  government  retirees)  was  funded  by  the  state  for  retired 
state  employees  and  teachers,  while  $463  .  3  m.illicn  was  funded  ;:y 
the  104  ether  government  employers  in  the  state. 

Private  rsensions;     Private  pension  systems  came  into  e::i£tence, 
although  to  a  minimal  e::tent  and  only  in  large  corpora- ion.:  ,  in 
the  U.S.   in  the  early  13  00s.     Private  pensions  grex/  rapidly  in 
the  post-'TTill  period  with  the  increase  in  collecti'/s  barcjaininc: 
arrangem.ents  and  ■■.he  establishment  of  federal  legislation  li/:e 
the  Emiplcvnient  Retirement  Income  Security  Act   (ERISA)   which  sets 
minim.um  standards  and  favorable  federal  taxation  for  pension 
programs.       Employers  are  not  rec^aired  by  law  to  set  up  pension 
plans.     In  the  U.S.,   as  of  1934,   24%  of  all  households  with 
someone  over  65  receives  income  frc^m  private  pensions,  accrun'iing 
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for  6%  of  these  households'   aggregate  income.     vrnile  pension 
plans  vary,  most  are  funded  by  employer  and  employee 
contributions   (the  employee  contribution  and  earnings  are  ncc 
taxed  in  the  personal  income  tax  (see  TEB  #  11) .     Plans  differs 
as  to  whether  retirees  receive  a  standard  income  benefit  or 
payments  based  on  the  performance  of  invested  annuities. 
Federal,   state  and  local  governments  play  no  direct  role  in 
contributing  to,   funding  or  distributing  benefits  under  private 
pension  plans. 

Discussion;   Social  security  benefits  are  paid  to  everyone  who 
paid  into  the  system.  They  were  established  to  ensure  scne 
m.easure  of  income  security  for  elders.   Over  9  0%  of  househclds 
with  someone  over  65  receives  social  security  income  and  acccur.-s 
for  38%  of  these  households'   aggregate  income.     Social  Sc.curi-y 
is  a  transfer  entitlem.ent  program  and  as  such  differs  in  fcrr.  znd 
•content  from  pension  plans,  public  and  private.     The  purpose  of 
the  social  security  program  is  not  compromised  by  the  par-i:... 
taxation  of  social  security  benefits  for  households  '..-ith  re."_L-::. 
high  incomes  from  other  sources. 

Public  pensions  in  Massachusetts  are  largely  funded  with 
state  and  local  money.  Public  employees  in  Massachusetts  cc  r,:.'- 
make  social  security  contrib'T.ticnG  and  as  such  arc-  nc--:.  cr'ic.iia." 
for  social  security  benefits  for  the  time  they  are  public 
employees.   In  this  sense,  they  pay  into  the  public  pension  sys-er. 
instead  of  social  security.     This  has  implications  for  "he 
treatment  of  both  contributions  to  and  earnings  from  public 
pensions . 

Earnings  from  public  pensions  com.prise  an  important 
com.ponent  of  public  ser\''ants '   retirement  incom.3o   Taxing  bannfi'is 
at  the  same  level  as  social  security  might  allow  for  tax  I'ari'.:;; 
among  the  sources  of  elder  income  but  its  cost  effectiveness  -o 
the  state  would  have  to  be  considered.   The  expenditure  is 

IS 


approximately  $50  laillion  and  is  certain  to  be  shifted  alnosi: 
entirely  to  public  retirees,   as  it  is  unlikely  that  benefits  vill 
be  increased  to  ir.ake  up  for  the  lost  income  given  the  curren'C 
situation  of  the  pension  reserve  fund. 

With  regard  to  contributions,   all  Massachusetts  Gmplcvees 
(whether  they  have  a  private  pension  or  not)   are  allov;ed  -co  take 
up  to  a  $2000  deduction  for  contributions  to  social  security, 
except  Massachusetts  public  employees  who  do  not  have  the  cp\_icr. 
of  contributing  to  social  security.     By  allowing  the  deduction 
for  public  pension  contributions   (as  is  currently  the  case) ,  tax 
parity  is  generally  achieved. 

Private  pensions  are  employee  benefits,  established 
voluntarily  by  em.ployers,  primarily  as  a  result  of  emplcyse 
pressure.     They  represent  a  relatively  small  portion  of  all 
retirees'  income. 
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V.      OVERVIET-J  OF  CORPORATE  EXCISE  TAX  EXPENDITURES 


The  existence  of  corporate  tax  expenditures  largely  stens 
from  the  close  ties  between  the  Massachusetts  corporate  excise 
tax  and  the  federal  corporate  tax.     Nineteen  of  the  twenty-eight 
corporate  excise  expenditures  have  direct  federal  counterparts. 

The  following  section  lists  expenditures  by  their 
relationship  to  the  federal  code.     Because  of  the  relative 
complexity  of  the  corporate  excise  tax,  there  are  significant 
administrative  efficiencies  in  compliance  and  auditing  from 
linking  to  federal  definitions  of  gross  and  taxable  income. 

The  business  committee  applied  basic  tax  policy  principieLS 
in  its  consideration  of  corporate  tax  expenditures.  Changes  in 
corporate  excise  tax  expenditures  v/ere  weighed  v;ith  respect  -"o^ 
effectiveness  in  easing  the  tax  administration  fcr  -ha  '.-.tata  an 
for  corporations,  assuring  ti  ^t  all  corporations  bear  their  '"fa 
burden",  their  importance  in  allowing  for  the  ccmpetitivaness  c 
Massachusetts  businesses,  their  cost  effectiveness  in 
accomplishing  the  desired  goal,  and  the  degree  to  ^-hich  they 
promote  economic  efficiency. 
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VZ.      CORPORATE  EXCISE  TAi:  EXPEirDITURE  RECCI'U'IEITDATICTS 

A.      TAX  EXPENDITURES  WITH  A  FEDEPJlL  COUNTERPART 

Tile  business  ccrmi  ii'tao  reccmnends  •that:  "tiie  Ccnnission  leave  'ihc 
following  federally-based  expenditures  as  liliey  currently  eiJiist  ; 
•tiie  Massachusetts  cede. 


There  are  three  types  of  corporate  excise  tax  expenditures 
with  federal  counterpar-s :  capital  expenditures;  charitable 
deductions  and  activities ;  and  miscellaneous  exenpticns  for  sna! 
businesses   (S  corporations),  cooperatives  and  credit  unions. 


Ca-pital  Exr;enditures 


C.-.tr=rt  Clac: 


T7  AC."S  for  Ecuionerit 

32  expensing  Researcr.  and  Devetccxnent  Expenditures  in  Cne  Year 

79  Accelerated  Depr?^ciacic^  on  3ui  Icings  (Other  than  .Rental  Hcusi 

c3  Expensing  Exploration  ^rd  Dc-vei.ccr>ert  C'lsts 

73  Oecucticn  for  Exocgc  First- Yccr  Sczreoioticn 

66  Accelerate  Oaprsciaticn  on  rJontal  Hcusin: 

67  Accelerated  Depreciation  for  Rehaoi  I i taticn  of  Lcw-Inco!7,e  Hous 
76  Five-Year  Airxsrti zaticn  of  Start-Up  ^csts 

70  Expensing  RefrcvaL  of  Barriers  to  t^ie  Hcrdicccpod 

c3  Five-Year  X^wrti zation  of  ?olL::ticn  Control  Fr.cilities 

ZU  Excess  Natural  Resource  Depletion  AUowanoa 

o6  rive-Veor  A-TOrtizaticn  of  Certain  Cp'3ratin-]  Sigritc 

S7  Deferral  of  Tax  on  Certain  SJiicping  Cc-mcanies 

92  Seven-Year  •jRortizaticn  for  Reforestation 


44. 
2'. . 


1 .  / 

0.3 

H,A. 
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Charitable  Deductions  and  Activities 


red. 

Sudget 

Ki^Toer    Tax  Expend!  ti:.-:: 
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Tax 
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Budget 

Ft2d. 

:uc3St 

Arrcur.t 

Kufrbcr    Tax  Expenditure 

Tax 

C.-trprt 

:3      ■  I  icrO 

81      Small  Business  Corporations 

1 

C 

£0      ExcfTsticT  of  Credit  'Jnicn  .'r-CTO 

6 

C 

Y 

c 

£3      Decuction  fcr  Certain  Oivid2nds  of  Cc 

cpertJt  ■  vsG 

2 

Y 

To  ncdify  cr  decouple 

with  the 

cede  wcu 

Id^, 

in  n 

require  ccrporaticns  to  >:e 

erj  nultii": 

Ic  a 

■■'  -  / 

auditing  and  -anfcr cement  a 

11  the  nc 
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B.    TA:C  expenditures  SPECI7IC  TO  Z'Li^SSACHUSETTS 

Regarding  the  nine  Hassachusetts-specif ic  a:cpenditures ,  the 
co2rporate  excise  tax  comaittae  reccrmends  the  following: 

Eliminating  — 

The  investment  tax  credit  (TE3  #  75) 

Deductions  and  credits  for  certain  businesses  and 
buildings  in  poverty  areas  tJhich  are  already  jcheduled 
to  expire  (TEB.i^s  72  and  73) 

The  deduction  for  contrihutions  of  instructional 
equipment  (TEB  v  71) 

Giving  Further  Consideration  To  — 

The  exenption  for  prcpezrtv  subject  to  local  ta::ation 
(jointly  u'ith  the  local  ta^-iation  cciznittGs)    (TEB  r  ?2) 

The  double  weighting  of  sales  when  corporate  excise 
taxation  is  discussed  generally  (TEB  #  74) 

Erremptions  for  energy  conser'/ation,   ei-rpensing  of 
alternative  energy'  eq^-iipncint  ^  amd  non-taxz:ticn  cf 
certain  energy''  prcpartv  when  'che  business  tai:ation 
cormittee  and  personal  taxation  ccnnittse  ccnplete  a 
mora  ccnprehensive  analysis  of  e:rpenditure£-  relating  tc 
energy  efficiency  (TEB  #s  89,   90,  91), 


ludget 

red. 

Sudgat 

'-C'.r.t 

Tax  Exceryai  ^'jre 

Typ« 

Tax 

'  S  T  i  :  I  i  "  ' 

93 

Exeirrstion  for  Prcoerty  Subjec:  ro  Local  Taxation 

9 

C 

L 

73 

Ir.vsstrr^n-  Tax  Creci  t 

7 

,'1 

23 . 1 

74 

Double  UeightTng  of  Sales 

8 

C 

:i 

C 

■9.Q 

73 

AGdiricnal  Cecucfi on  for  Certain  Susinossss  in  a  Poverty  Area 

2 

r 

H 

3.0 

71 

Dec'jction  for  Contributions  of  Instructional  Equipment 

2 

c 

fi 

c 

H.A. 

72 

Tax  Crcnit  for  E'jildin^  in  a  Poverty  Area  (UJIP) 

7 

r 

>i 

Sv 

Exennticn  of  Incc-o  from  tfie  Sale,  Lease  cr  Transfer  of  Ccrtai 

1 

c 

!l 

n^g. 

90 

cxcansmg  Certain  E.-.oerfai tures  for  Alternative  Enors/  Sources 

!l 

7 

r::; . 

91 

Mcntaxation  of  Certain  Energy  Property 

9 

c 

N 

V 
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Discussion  of  the  Investment  Tax  Credit 


The  federal  Tax  Reform  Act  of  1986  eliminated  the  corporate 
investment  tax  credit  (ITC)  .     Currently  the  Commionwealth  ailcv;3 
manufacturing,   research  and  development,   agricultural  and 
commercial  fishing  corporations  a  credit  equal  to  1%  of  expenses 
on  newly  acquired  or  constructed  tangible  property.     From  197  3 
through  1985,   the  ITC  v;as  3%.     Currently,   t-.;o  bills  are  before 
the  legislature   (H-5269  — the  "REAP  II"  package —  and  H5574)  tha- 
would  retain  the  ITC  (but  exclude  the  purchase  of  cars)  and 
provide  for  a  "targeted"  increased  ITC  for  eligibla  corporations 
in  severely  economically  depressed  area. 

According  to  a  1984  DOR  report,  there  are  9,500  corporations 
eligible  for  the  ITC,   9,000  of  v;hich  are  manufacturing  firr.s.^ 
In  1982,   about  5,500  corporations  claimed  the  credit.  High 
technology  corporations  claimed  50%  of  all  ITC  in  the  state. 
These  same  fizrms  paid  one-third  of  the  total  corpcra'ce  excise, 
owned  46.2%  of  the  manufacturing  property,   and  employsci  a  li-'ale 
over  one-quarter  of  the  labor  force  in  ITC  eligible  firms. 

Several  studies,   including  the  Special  Ccmjr.issior;  •  s  r3irci-:s 
on  corporate  excise  tax  and  Ilassachusetts  competitiveness  and  a 
Nev7  Yorlc  State  study  on  ITCs,   all  conclude  that  the  investment 
tax  credit  does  not  provide  economic  motivation  for  increased 
investm.ent  and  employment  in  a  state  economy.^       There  are  seme 
studies  which  conclude  that  an  ITC  targeted  to  economically 
distressed  areas  might  influence  location  decisions  -./ithin  a 
state . 

Some  members  of  the  business  committee  argued  against 
eliminating  the  ITC  on  the  grounds  tha-c  the  Massachusetts  version 
distorts  less  than  the  federal  ITC   (the  federal  ITC  only  includad 
machinery) .  They  point  to  the  importance  of  the  high  tech 
industry  in  the  Massachusetts  economy  and  to  the  possibili-cy 
that,   should  businesses  be  presented  with  location  decisions 
because  of  labor  shortages  in  Gom;e  areas,  the  ITC  could  become  an 
ir.portant  factor  in  the  choice.     Some  members  are  also  afraid 
that  eliminating  the  ITC,  which  has  come  to  be  regarded  by  come 


A  Report  on  Three  Corrsorate  Tax  Incenti'^es ,  by 
Massachusetts  Department  of  Revenue,  1934. 

^     These  papers  are:     The  Massachusetts  Cor-oorate  Excise 
Tax;   Issues  and  O'ctions  by  Yolanda  Henderson,.    19  3  6  ;  The 
Comr)et itiveness  of  the  Massachusetts  Tax  Svstam  by  Stephen 
Eroo]:s,   et.al.,    1986;   and  The  New  York  State  Investment  and 
~m.-olo\nT[ent  Tax  Credits  by  New  York  Legislative  Comjnission  on  zr.e 
Modernization  and  Simplification  of  Ta;:  Adm.inistration  and  the 
Tax  Law,    198  5. 
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as  a  "permanent"  credit,  laight  be  interpreted  as  a  syirJDolic 
message  to  the  business  community. 

Discussion  of  Double  Weighting  of  Sales 

Currently,   net  corporate  income  is  based  on  en  apporticr.-er 
formula  which  considers  property,  payroll  and  sales  within  the 
state.     In  1975,  Massachusetts  applied  a  double  weight  to  the 
sales  portion  of  the  formula  as  an  atte::.pt  to  encourage 
manufacturing  firms  to  locate  in  the  state.  Henderson's 
Commission  report  on  the  corporate  excise  tax  concludes  -chat  th^ 
double  weighting  of  sales  is-  a  relatively  invisible  incentive 
that  provides  a  v;indfall  to  manufacturing  fizrms  already  in 
Massachusetts,   discourages  service-based  firms  from  locating  in 
Massachusetts,   and  can  lead  to  some  corporations  being  taxed  on 
more  than  100%  of  their  income  by  states  as  a  whole.  The 
corimittee  decided  this  expenditure  should  be  considered  within 
the  broader  context  of  the  issues  relating  to  apportionment  of 
corporate  income  and  therefore  deferred  reccmmeiidation  un'cil  thr 
time . 


Discussion  of  the  deductions  for  contributions  of  ins-ructional 
equipment . 

The  original  intent  of  this  19 3 J  expenditure  was  to 
encourage  corporations  to  donate  computer  eq"aipman"c  to  nchcol 
system.s  when  corporations  we'*e  upgrading  or  changing  computer 
systems.     Corporations  would  get  deductions  and  school  sysrems 
would  get  free  eq;^jipmient .     In  practice,   contributions  have  been 
unpredictable  and  in  many  cases  donated  equipment  is  outdated, 
limiting  who  utility  of  contributions  to  school  systems.  The 
deduction  for  contributions  cf  instructional  equipmenii  is  allow- 
in  addition  to  the  deduction  allowed  corporations  for  donar.icns 
to  tax-exemot  institutions. 
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VII.    OVERVIEW     OF  LOCAL  PROPERTY  TAX  EXPENDITURES 

The  three  forms  of  tax  expenditures  considered  by  the  local  tax 
coiniaittee  v;are : 


1.  Exemption  of  real  prooertv  of  individuals.     This  type 
expenditure  includes  property  tax  exemptions  specified  in 
various  clauses  of  MGL  chapter  59,  section  5   (see  Appendix  E-1 
for  a  complete  listing  and  description  of  the  clauses) . 
Exemptions  are  based  on  age   (with  various  whole  estate  and  grcs 
income  provisions),  veteran  status,   disability,   and  sur^/iving 
spouse  designation.     Consideration  of  this  category  cf 
expenditure  was  deferred  pending  a  comprehensive  study  by  EC?. 'g 
Division  of  Local  Services. 

2 .  Exemption  of  tangible  prcoertv  of  manuf acturirc 
businesses .     Since  1938  ,   tangible  property  cf  manufacturing  -jir 
has  been  subject  to  the  corporate  excise  tax  but  not  to  local 
property  tax.     Discussions  on  this  expenditure,   to  be  conducted 
in  conjunction  with  the  business  comjnittee,  have  been  deferred 
until  the  pertinent  information  becomes  available. 


'     Another  potential  foirm  of  a  state  expenditure  exisrs 
because  of  the  inclusion  of  local  option  taxes  in  the  calculaui 
of  state  revenues  as  specified  by  the  tax  cap.     Chapter  627  of 
the  HGL  requires  that  the  total  potential  revenue  from  local 
option  taxes  initiated  after  January  1987  be  included  in  the 
calculation  of  Auditor's  determination  of  actual  revenue.  I'he 
"actual"  revenues  exceed  those  "allov;ed"  by  the  tax  cap,, 
requiring  state  revenue  to  be  returned  to  the  taxpayers,  local 
option  taxation  could  be  considered  a  form  of  tax  expendiuure 
the  state . 


3 .     Exemption  of  property  of  tax-exempt  institutions.  There 
are  two  types  of  tax-exempt  properties   (TEP) . 

a)  The  first  type  of  exempt  property  is  that  owned  by  a 
governm.ental  branch  or  a  state  authority.     Since  federal 
constitution  prohibits  taxation  of  federal  property,,  and 
there  is  no  reason  for  localities  to  tax  their  own 
property,^  the  only  publicly-owned  land  under  consideration 
is  state-ov;ned  land  (SOL)   and  property  owned  by  authorities. 

b)  The  second  type  of  TE?  is  property  owned  by  private  ta::- 
exempt  institutions.     There  are  m.any  types  of  charitable  ar.:^ 
benevolent  organizations  v/hose  property  is  exempt  from, 
taxation.     The  local  comjnittee  centered  its  discussions  cn 
TE?  c\ir.ed  by  hospitals  and  educational  institutionc- ,   r.s  th.'.G 
are  the  largest  category  other  than  TEPs  held  by  rcligicuE- 
institutions . 

IV.      DISCUSSICIT  C?  TEP 
A .  BACKGROUND 

Section  5  of  chapter  59  of  the  General  Laws  exempts  from 
taxation  property  cuv.ed  by  the  federal  governm.ent,  the 
Comrr.onwealth  and  Lzs  agencies,   and  charitable  organization'? 
including,  primarily,  religious  institutions,  hospitals,  colleges 
and  universities.     In  many  cities  and  towns,   a  significance: 


^     Locally  owned  property  accounts  for  two-thirds  of  "^.11 
ta>:-exem.p'C  property. 
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portion  of  property  is  owned  by  tax-exempt  institutions. 

The  moral  and  constitutional  basis  for  granting  tax-exe:T.p- 

status  to  charitable  organizations  is  based  on  the  notion  that 

such  organizations 

minister  to  human  and  social  needs  which  the  State  itself 
might  and  does  to  a  greater  or  less  extent  undertake  to 
satisfy.     The  ultimata  obligation  of  rhe  State  thus  is 
discharged  by  the  private  charity.     To  that  extent  the  S^ats 
is  relieved  of  its  burden.     An  exemption  from  taxation  is  in 
the  nature  of  an  appropriation  of  public  funds,  because,  to 
the  extant  of  the  exemption  it  becomes  necessary  to  increase 
the  rate  of  taxation  upon  other  properties. 

Massachusetts  General  Hospital  v.  Belmont, 
233     Mass.    190,    203  (1919) 

Assum.ing  continued  life  to  the  expenditure,,   i.e.  maintaining 
tax  exem^ptions  for  publicly-owned  land  and  private,  charitable 
property,   the  question  raised  is  hew  to  fund  the  exem.ptions.  The 
assumption  of  the  Supreme  Judicial  Court  in  the  1919  decision 
quoted  above,   that  exemptions  are  funded  by  other  prcperz:; 
taxpayers,  may  be  less  valid  today,  given  constraints  on  local 
budgets.     In  recent  tiroes,   localities  have  looked  to  the  -tate, 
or  in  the  case  of  private  tax-exempt  property,  to  those 
institutions,   for  compensation. 

Debate  over  whether  comr/.unities  should  be  ccmpensatec  for 
the  loss  of  revenue  attributable  to  the  presence  of  TEPs  or  for 
the  cost  of  ser^/icing  TEPs  is  as  old  as  the  concept  of  exer.pcing 
public  and  quasi-public  entities  fromi  taxation.     Those  in  favor 
of  requiring  reimburserients  from  or  on  behalf  of  TZPs  argue  -^hat 
comjaunities  have  foregone  a  portion  of  their  local  revenues  by 
virtue  of  the  presence  of  TEPs,   state  institutions,  private 
hospitals  and  schools  do  not  exclusively  ser^/e  local  raGidents, 
that  some  tax-exempt  institutions  have  amplo.  financial  ra3curce3, 
and  that  these  properties  impose  substantial  costs  upon  -che 
ccmjnunities  who  ser^/ice  them.     Those  opposed  to  reimbursement  for 
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private  TEPs  argue  that  TEPs  such  as  hospitals  and  private 
schools  employ  a  large  nuiaber  of  local  residents,  bring  in  laanv 
non-residents  v;ho  spend  money  in  coiumunities ,  bring  high  income 
residents   (like  doctors  and  professors)   into  the  tax  base,  and 
intangibly  contribute  to  the  cultural  and  intellectual  atmosphs 
of  the  community  which  in  turn  attracts  taxpayers  and  non- 
residents.    Those  against  providing  state  reimbursement  for  SOL 
argue  that  much  of  the  land  is  not  very  costly   (like  state 
forest) ,   and  other  SOL  generates  employment,   and  provides 
services  to  all  Commonwealth  residents. 

It  is  not  easy  for  policy  r^akers  to  agree  on  the  proper 
approach  to  the  issue,   in  part,  because  the  impact  ^>;hich  TLPj 
have  on  communities  is  not  reducible  to  easy  generalizations. 
Two  approaches  for  reimbursements  of  TEPs  historically  hcve  be-3 
debated.     One  approach  would  calculate  the  net  cost  of  ser^.-icir. 
the  TEP.       The  second  approach  would  measure  revenue  lost  by  th 
presence  of  a  TEP.     Both  miethods  suffer  from  the  almost 
insurmiountable  problem  of  quantifying  the  benefits  uhe  TS?  bri.. 
to  a  comm.unity.     The  second  method   (i.e.   calculating  rc'renue 
foregone)    is  also  hampered  by  the  inability  to  predict  what  jrin 
of  taxpayer  might  occupy  the  property.     Comjnercial  properties 
tend  to  represent  net  gains  for  corjr.unities ,  while,   since  .1  I''.? 
residential  properties  do  not  necessarily  result  in  more  local 
net  revenue . 

3.    CURPENT  PRCGRAi-IS   DESIGNED  TO  COMPENSATE   CCI-H-IUNITIZS  r:-.S 
ON  THE  PRESENCE  OF  TAX-EXEMPT  PROPERTIES 

1 .   State-owned  land  and  authorities 
The  Corzp.onv/ealth  has  partially  compensated  cities  and  towr 
for  state-ov;ned  tax-exem.pt  property  since  1310.     The  law,  MGL, 
chapter  58,   sections  13-17,  provides  for  reimlDursement  for 
certain  state-owned  land,  not  buildings,     A  list  of  the  land 


which  is  subject  to  reimbursement  is  attached  as  Appendix  3-2. 
Land  which  is  not  subject  to  reimbursement  is  listed  in  Append 
B-3  .  In  total,  there  are  about  470  parcels  of  land,  Iccar-ad  i 
250  municipalities,  which  are  included  in  the  SOL  reinbursemen 
program. 

According  to  the  statute,   the  DOR's  Bureau  of  Local 
Assessment  determines  the  fair  cash  value  of  the  qualifying  st 
land.     Reimbursement  is  based  on  an  average  statewide  property 
tax  rate  and  is  subject  to  annual  appropriation.     .According  to 
report  prepared  by  the  House  Post-Audit  and  Oversight  Committe 
in  19S1   ("Reimbursement  for  Loss  of  Taxes  on  Stats-Ownad  Land" 
the  cost  of  the  program  rose  from  $1,600,000  in  1970  to 
$14,700,  000  in  1980,   an  increase  of  900%.     In  the  past  sevarz.! 
years,   the  program  cost  has  been  held  relatively  constant, 
fiscal  year  1987  and  again  in  fiscal  year  1988,   $15,533,694  in 
state  funds  were  appropriated  for  the  SOL  reimbursement  prcgri. 
This  amount  represents  approximately  78%  of  the  amcun-  which 
would  be  required  to  provide  communities  full  rei:?Jrur~s.r.3r/c  ur 
the  statutory  formula. 

The  current  SOL  reimbursement  program  is  criticized  as  bs 
underfunded,  based  on  antiquated  concepts   (reimburssment  in 
limited  to  the  land) ,   and  arbitrary   (a  large  portion  of  SOL  ii 
not  subject  to  reimbursement,   and  local  property  ra-cos  vary 
considerably  from  the  statewide  average  rate  used  in  the 
program)  .     Vlhile  it  is  not  an  admired  program  from  many 
perspectives,   the  funds  dispersed  under  the  program  represent 
more  than  10%  of  total  state  aid  to  about  47  comr.uni  wies .  ^' 


^     In  addition  to  funds  received  under  the  SOL  reiml^urse:: 
program,   Boston  receives  $357,570  in  siiate  funds  for  the  l~nd 
occupied  by  the  Government  Center  and  approximately  $450,000  i 
state  funds  for  the  land  occupied  by  the  Transportation  3ui±d; 
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None  of  the  property  owned  by  the  State's  authorities  is 
included  in  the  SOL  reimbursement  program.     Authority  propert 
tax-exempt.     Four  of  the  twenty-four  major  authorities  (the 
Massachusetts  Water  Resources  Authority,  MassPort,  the 
Metropolitan  District  Com^nission;   and  the  Massachusetts 
Convention  Center  Authority)   are  authorized  and/or  directecl  b 
their  enabling  statutes  to  enter  into  PILOT   (payment  in  iieu 
taxes)   agreements  with  their  host  communities;  all  but  the 
Convention  Center  Authority  actually  do  make  payments  under  P 
agreements . 

A  separate  issue  relating  to  authorities  concerns  the  st 
of  businesses  which  lease  authority  land  to  conduct  private, 
profit  activity.     Current  lav/  generally  allows  such  leasehold 
be  taxed  directly,   as  if  nhey  were  ov/ners  of  the  property.,  c:: 
with  respect  to  property  leased  from  MassPort,   the  Turnpi];e 
Authority  and  the  Transit  Authority.     MGL  chapter  59,  s::cticn 
exempts  from  taxation  leased  property  that  is  "reasonably 
necessary"  to  the  public  purpose  of  a  public  airport,  pc::t 
facility,  Massachusetts  Turnpike,   transit  authority  or  park. . 
Assessors  have  generally  concluded  that  this  language  prav^r.- 
taxation  of  turnpike  restaurants  or  airport  hotels.  Boston's 
1987  legislative  pac]:age,   therefore,    included  a  bill  ".;hich  wc 
eliminate  this  portion  of  MGL  chapter  59,   SGCticn  2E 
(S1320/K3393 )   and  another  bill  which  would  more  narrowly  amer 
section  2B  to  allov;  leaseholders  of  the  port  authorities  to  b 
taxed    (113  394)  . 

2 .   Private  TE?s 
There  is  currently  no  statutory  provision  whi::h  ::zz~^L::e 
that  payments  be  made  to  cities  and  tov/ns  by  either  the  tax- 
exempt  institutions  themselves  or  by  the  state  on  their  bahal 
Some  comiT'iUni ties  work  out  voluntary  PILOT  agreements  with 
private  TEPs,   notably  Boston  and  Cambridge   (Boston  reports  th 
for  fiscal  year  193  6  it  collected  about  $3.5  m.illion  in  PILOT 


agreements  from  23  institutions) .     There  are  several  reasons  that 
the  number  of  communities  entering  into  PILOT  agreements  vith 
private  TEPs  has  been  limited.     A  major  sturJoling  bloclc  has  been 
how  to  determine  a  payment.     Another  problem  mentioned  by  several 
assessors  was  the  reluctance  they  had  in  approaching  private  IZPs 
to  enter  into  agreements.     Reasons  for  the  reluccance  include: 
some  private  TEPs  had  a  large  presence  in  the  corrjnunity  and  for  a 
variety  of  reasons  assessors  did  not  want  to  jeopardize  the 
current  relationship,   and  some  private  TEPs  v;ere  perceived  to 
contribute  more  to  the  town  than  they  cost  the  community. 

C.    CURRENT  PROPOSALS 

Currently  there  are  proposals  before  the  legislature  thr.'c 
would  rcq\.:ire  state  reimbursement  for  bczh  SOL  aiid  private  ZI.Z- . 
The  one  m.cst  often  cited  requires  state  reimbursement  eqi-ial  tc 
2  5%  of  valuation  at  the  local  comjr.ercial  property  tax  ra-ce 
(Appendix  B-4  shows  the  amount  comr.unities  would  be  reirrburs-td 
under  this  schem.e  for  SOL  and  private  TEPs  using  current 
valuation  data) . 

There  is  not  universal  agreem.ent  on  the  impact  of  this  hind 
of  proposal.     Two  questions  arise:  would  such  c.  prccrr.r  aid  cr 
abet  disparity  among  comnunil:  ies  and  is  such  a  prcgra::.  necessary 
i.e.  do  TEPs  significantly  contribute  to  costs  faced  by 
communities   (if  they  do,   reim±)ursement  might  be  addressed  best  in 
the  local  ?id  formula) . 

The  committee  agreed  to  evaluate  the  following: 

1,.     The  impact  of  TEP  on  comjTiUnities '    ''uncon'crcll able 
costs",   i.e.  what  would  be  the  result  of  directly 
adding  a  factor  to  account  for  the  presence  of  •_~P'j  in 
a  comr.unity  to  the  local  aid  formula;  and. 

2.     The  correlation  hatween  tax  burden  in  cities  and 
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towns  to  the  levels  of  reimbursements  they  would 
receive  under  the  proposal  to  reimburse  localities  at 
2  5%  of  the  hypothetical  tax. 
The  results  and  methodology  are  described  in  derail  in  a 

memo  dated  September  14,    1987  included  as  Appendix  B-5.     Here  is 

a  summary  of  the  results: 

TEPs  did  not  significantly  contribute  to  imcontrollable 
costs. 

There  is  a  positive  correlation  between  private  TEPs  and 
burden  and  a  negative  one  between  SOL  and  burden. 

The  results  suggest  that  overall,  TEPs  are  not  a  significant 
determinant  of  communities'   costs.     As  such,   considerations  to 
account  for  the  presence  of  TEPs  in  the  local  aid  fcrrrala  ire  nc\: 
substantiated  at  this  time. 

\vhile  communities  with  higher  tax  burdens  would  receive  mors 
substantial  reimbursements  for  private  TEPs,  the  results  do  net 
necessarily  reveal  a  causal  relationship.     That  is,   one  car.nct 
conclude  that  communities  face  higher  tax  burdens  because  they 
house  a  large  number  cf  private  TEPs.  The  results  do  suggec::  tha" 
at  present,   reimbursing  for  private  TEPs  might  reduce  overall 
disparity  among  communities,  while  reimbursements  for  SOL  wo^ild 
increase  it.-^^ 

However,   all  the  resulti;  from  the  data  analysis  undertaken 
must  be  viewed  with  a  great  deal  of  circumspection.  The 
available  data  are  not  reliable  for  a  number  of  reasons.  Thsre 
is  no  standard  procedure  for  assessing  TEPs.     This  means  that 
there  is  no  consistency  in  the  data  across  communities. 
Furthermore  there  is  virtually  no  incentive  or  safeguard  for 


--'     Some  who  do  not  view  the  question  of  disparity  as 
determinative  believe,  that  reimbursement  should  be  based  solely 
on  the  extent  of  TEPs  cost  to  a  coi?jnunity  and  that  disparity 
should  be  addressed  by  other  measures,   such  as  through  the 
distribution  of  local  aid. 


33 


individual  assessors  to  provide  accurate  valuations.  Coimuniri 
receive  no  money  from  private  TEPs,   and  private  TEPs  have  no 
reason  to  demand  "fair"  valuations,   as  they  are  not  required  to 
make  payments  based  on  those  valuations.     Concerning  SOL,  while 
chapter  7,   section  40K  of  the  MGL  requires  that  an  annual 
inventory  of  all  SOL  be  taken,  this  process  is  by  no  means 
com^plete.  At  present,  there  is  little  incentive  for  assessors  " 
value  these  properties  accurately,   and  assessors  have  limited 
experience  in  valuing  a  wide  range  of  SOL. 

D.  CONCLUSIONS 

The  25%  reimbursement  proposal  or  notions  of  directly 
accounting  for  the  presence  of  TEPs  in  the  local  aid  formula  do 
not,   at  least  this  tim.e,  provide  answers  to  the  problems 
surrounding  the  taxation  of  SOL  and  private  TZ?s .     The  inadeq^ja 
of  the  data,   as  v;ell  as  the  variety  of  ways  in  which  SOL  and 
private  TEPs  impact  on  communities,  prevents  generalizable 
conclusions.     This  is  not  to  say  that  there  are  no  real  isG'JiGr:. 
for  some  communities  concerning  TEPs,   particularly  those  in 
SOL  and/or  private  TEPs  represent  a  large  percentage  of  prcper- 
as  v;ell  as  those  who  face  severely  limited  resources. 

VIII.      PJZCOJS'IENDATIONS  RELATING  TO  T.^i^^-SXEZ-IPT  PROPERTIES 
A.    PRIVATE  TEP 

Below  are  options  for  treatment  of  private  TEPs:-^- 

1.     Provide  technical  assistance  through  a  special  unit  c: 
the  COR  to  localities  to  assist  them  in  da^ermining  valuations 
private  TEPs  and  entering  into  PILOTS  with  private  TEPs. 


It  should  be  noted  that  at  the  time  of  consideration, 
the  ccmr.ittee  believed  there  v/ere  consnitu'cional  bxirriers  ~o 
req^jiring  reimbursem.ents  from  private  TEPs.     Op^cions  2  and  3  i: 
this  section  were  therefore  not  thoroughly  discussed  by  the 
committee,  but  are  included  in  the  report  for  further  consider; 


The  advantage  to  such  a  program  is  that  it  would  perforr^  a 
dual  function:  provide  cities  and  -cowns  v;ith  technical  assistance 
in  assessing  TEPs  and  negotiating  PILOT  agreements,   and  assist  in 
the  collection  of  accurate  data  to  allow  for  more  informed  policy 
decisions.     If  valuations  are  used  as  one  factor  in  determininc. 
PILOT  agreements,   assessors  would  value  the  property  and  private 
TEPs  v/ould  have  an  interest  in  challenging  valuations,  thereby 
enhancing  the  process  of  accurate  valuations.     COR  could  rapcr- 
to  the  legislature  and  communities  on  the  experiences  of 
communities  as  to  the  success  rates  of  PILOTS,  methodologies  used 
to  value  private  TEPs,   and  patterns  of  use  by  communities.  After 
such  time,   recommendation  for  continuation,   expiration  or 
amendments  to  the  program  could  be  offered.     A  disadvantage  to 
this  proposal  is  that  there  is  no  way  to  ensure  that  ccmmuniti ' s 
v/ill  use  the  program  to  develop  accurate  valuations  or  be 
successful  in  securing  PILOT  payments. 

2 .     Enable  localities  to  require  PILOTS  from  private  TI^Plv  . 

Upon  local  adoption,   communities  could  require  all  private 
TEPs  to  na]<.e  PILOTS,  presumably,   by  using  a  uniform  formula  for 
determining  payments,   such  as  25%  of  the  hypothetical  tz:::,  An 
advantage  to  this  proposal  is  that  it  v;culd  ensure  a-.!  private 
TEPs  m.ade  PILOT  agreements,   thus  allowing  for  subctantiial 
revenues  in  some  communities.     Disadvantages  include  the 
likelihood  of  substantial  political  opposition  fro-i  private  rz?" > 
This  option  would  impose  uniform  obligations  on  TEPs  with  widely 
different  financial  resources.     Local  ccrjr.unities  who  may  wani  zc 
negotiate  PILOT  acreer.ents  with  som.e  private  TEPs  migh'C  not 
choose  to  exercise  a  local  option  requiring  PILOT  agreements  w.\rh 
all  private  TEPs.   Location  decisions   (the  border  prcblem)  might 
be  affected,   with  respec"  to  private  TEPs  SGe'r.ing  ne:;  sitn-:-, 
Furtherm.ore ,   PILOTS  curren'cly  are  not  considered  as  revenue  in 
the  local  aid  formula.     Making  PILOT  agreements  mandatory  mi-jh'- 
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prompt  a  reconsideration  of  this  practice. 


3.     I'iandator^j''  negotiations  of  PILOTS. 

This  proposal  would  require  all  private  TE?s  in  a  ccr^T-i, 
to  enter  into  "good  faith"  negotiations  around  PILOT  ag::3er.£ 
if  the  coirmunity  chose  to  exercise  the  option.  Private  TZ?s 
would  not  be  required  to  make  actual  or  in  ]cind  paymsnis,,  bu 
would  be  required  to  sit  down  with  local  officials  and  negc-c 
Positive  aspects  of  this  option  are  that  it  allows  for  vclun 
action  on  the  part  of  communities  and  for  considerable 
flexibility  for  both  private  TEPs  and  communities.  ?roble::.s 
inherent  in  such  a  solution  are  that  resolutions  will  be  eff 
by  the  relative  strengths  of  private  TEPs  vis-a-vis  ccnr.unit 
officials;  potentially  leading  to  disparities.  Administrati 
this  solution  might  require  the  establishment  of  some  kind  o 
board  cf  reviev;  to  determine  whether  or  not  parties  are 
bargaining  in  "good  faith." 

B.    STATE-CUl^TSD  LAIID  AIID  AUTHORITIES 

The  ccrioiittee  makes  the  following  recommendations: 

1.     Abandon  the  current  approach  (chapter  58.  sectimc 
17)   until  SCL  inventor"/  is  complete.     In  the  neantine^  hole 
cciiinui~.it. ies  harmless  by  freezing  reimbursements  at  currant 
levels , 

The  cuprrsnt  formula  for  reimbursement  for  SOL  is  genera 
considered  to  be  antiqiaated,   arbitrary,   and  underfunded.  ~a 
than  maintain  this  reimbursem.ent  schedule,   the  local  ta;:a-ic 
committee  racomjnends  the  abandonment  of  the  formula  but 
continuation  of  reimbursements  at  current  levels  until  a  mor 


Other  questions  that  should  be  studied  more  closely 
this  option  is  pursued  include:  can  mandated  PILOTS  legally 
considered  a  local  option  tax  for  purposes  of  the  tax  cap,  o 
v/ould  they  be  considered  a  local  property  tax  and  thus  subj  2 
the  limits  of  Proposition  2  and  1/2? 


completa  inventory  of  SOL  is  available.     To  help  ensure  that  DC?0 
completes  an  accurate  inventory,   as  currently  required  by  hgl 
chapter  7,   section  40I\,  the  legislature  could  require  a  repcr™  on 
the  locat;ion  and  value  of  all  SOL.     The  SOL  reiii±iurseHent ,  by 
city  and  town,   for  the  current  fiscal  year  is  attached  as 
Appendix  3-6. 

2.  Authorize  and  direct  all  authorities  to  enter  into 
PILOTS. 

Currently  sone  authorities  have  enabling  legislation  to 
allow  and/or  direct  then  to  enter  into  PILOTS  in  the  ccrjiiur.ities 
in  which  authorities  ov;n  property.     Given  the  variety  of  impacts 
authorities  have  on  different  corjnunities ,   allowing  ccrrarcnities 
the  flexibility  to  engage  in  PILOT  agreement  discussions  is  a 
desirable  tax  policy. 

3 ,  Tax  the  por-ticn  of  the  property  leased  by  authorities  .:c 
for-profit  businesses. 

Authorities  are  not  req"aired  to  apportion  pa^Tients  for  .-.ir" 
prof it-naking  enterprises  that  lease  authority  land,   and  privr.-::^}/ 
for-profit  lessees  of  the  Port  Authority,   the  Transit  Authority 
and  the  Turnpike  Authority  are  exempt  from  taxation  if  their 
activities  are  deemer"  to  be  -'reasonably  necessary"  to  the 
business  cf  the  authority  (see  MGL  chapter  53,    section  2L) . 
Private  TZPs,   on  the  other  hand,  must  pay  property  tax  on  that 
portion  of  the  property  used  for  profitable  activities  v/hich  are 
not  dir9::;tly  related  to  the  tax-exempt  purpose   (2,g.  Bcstor- 
University  bookstore)  ,   and  for-profit  lessees  cf  :3ta-e  and 
municipal  land  are  req^uired  ~o  pay  property  taxes.     Thus  c;  gas 
sta-cion  on  Route  12  3   (state  land}    is  taxed  while  a  gas  staticr. 
the  turnpike   (authority  land)    is  not  taxed.     Coru.iunities  should 
not  forego  tax  revenue  from,  property  clearly  dedicated  'zo 
private,   ccm.m.ercial  activities,    and  the  local  -axation  of  fcr- 
profit  enterprises  should  not  be  based  on  the  status  of  their 
landlords , 
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iCEY  TO  TH=  TAX  £X?E'JD I TLIRE  ELOGET  CCOES 


Type 

1 

Exclusion  from  gross  incoiTie   

2 

Decuction  from  adjLsred  gross  inccTie 

3 

Deferral  of  gross  ir.coJLs 

4 

Acoslerated  decucticn  frcfn  gross  incciT.e 

5 

Preferential  tax  rate 

6 

Entity  exerr.oc  frc-r.  taxation 

7 

Credit  against  tax 

8 

acjustTient  to  acpcrt •  cr.,T.crt  formula 

9 

ExciL'sicn  from  prc:;-,^ty  corecnent 

10 

Sales  ta."  exefrpticn 

11 

Exolusior   from  gross  estate 

12 

Exclusion  frotn  transfer  taxation 

15 

Deduction  from  adjust  gross  estate 

14 

-referential  valuation  of  property 

Tax 

C- 

Corporate  Excise 

E 

Estate 

P 

Personal  Inco.-e 

S 

Sales 

Budgetary  Classification 


r  -  — j-f-,  -  -  a 

D 

Oect  Service 

E 

Eruoation  and  Tra 

Cetera  I  Gc\erna-en 

H 

Hur-.an  Services 

I 

IrcciTie  Security 

L 

Local  Aid 

P 

Puslic  Safety 

V 

:  nf -EStructure  ar- 

APPENDIX  A 


The  folicwing  materials  included  in  this  Appendix  were 
distributed  to  the  personal  taxation  ccrjiiittee  neribers  at 
couiBittee  rieetings  which  v/ere  held  on  July  15,  Augijst  5,  Augu3-:: 
16,   and  Septeiiber  30,  1987. 


A-1  Staff  ir^eino  concerning  the  analysis  of  medical 

deduction  and  Massachusetts  interest  exemption 

A-2  Staff  memo  concerning  exempting  social  security 

benefits . 


Senator 
JOKM  W.  CLVER 
Chairman 

Tel.  722-1532 

TO: 
FROM ; 
RZ: 

DATE : 


SPECIAL  C0/-Vv\lS51QN  ON  TAX  RErCR.\\ 

.Room  741,  100  Boylston  Slree; 
uostsn,  ,Vui,  021  ]  6 


Personal  Coirjnittee 

Staff,   Special  Ccmiaissicn  on  Ta:^  Refer: 
Analysis  of  Medical  Deduction  and 
Massachusetts  Interest  Exer.pticn 
Septeiiber  30,  1987 


RepresentcfiTc 

Chairir.an 
'ai.  722.:dCC 


Medical  Deduction 

The  medical  deduction  on  the  Massachusetts  inccr.e  tax  forr. 
applies  to  these  filers  clair.ing  the  deduction  on  the  federal 
form.   Only  itemizers  can  claim  the  deduction.     In  MassQchuse--s , 
3.2%  of  all  filers  claim  the  medical  deduction.     Jor  filers  c'-er 
65,   the  percentage  increases  to  16%.     The  attached  graph  depic~s 
the  percentage  of  filers  over  65  and  under  6  5  tha~  claim  the 
m^edical  deduction. 

For  the  under  65  population,   it  is  clearly  the  higher  incc:'.2 
brackets  that  benefit  from  "his  deduction.     This  is  nc~  "ha  caj'^ 
however,   for  ■"he  over  65  population.     vfnile  a  higher  percer.~3.g-i 
of  filers  at  all  income  levels  claim  the  deduction  in  the 
population  over  65,   a  disproportionately  higher  percentage  of  lev 
income  elders  use  t:ie  deduction. 

I'la s s a chu s e tt "nterest'  Tr<!em'cticn 

Currently,   interest  from  savings  in  Massachuse'cus  ba.nhs  :.s 
taxed  at  5%  wi-ch  the  firsr  $100   (S2  00  if  filing  jcin-ly)  of 
interest  exempt  from  taxation.     There  are  three  major  problems 
with  this  expenditure.     The  first  is  that  DOR  does  nor  really 
have  a  ''./ay  to  check  if  interest  from,  out  of  stare  banks  is  being 
claim.edo   The  second  is  that  the  vast  changes  in  inr-^rsrate 
banking  have  trans foinr.ed  the  industry  to  such  an  exmenr  thar 
preferential  -creatm.en".  of  Massachusetts  banks  mak-2s  lirrle  sense 
economicallv .     The  tl"ird  oroblem  concerns  the  federal 
constitutionality  of  differential  tax  races  on  savings  inrerscr. 

If  the  comm.ission  is  concern.ed  wirh  low  income  protecuccn 
—  particularly  of  the  elderly  —     than  a  flat  exemption  for  any 
interest  income  would  make  more  sense.     An  exemption  of  $5:0  :f 
interest  income  would  m.ean  rhar.  the  first  SIO.OCC  of  scvinrc  an  c 
5%  rate  of  rciurn  v/culd  be  rax  exemot. 
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Attached  are  DOR  figures  on  the  Massachusetts  interest 
exemption.     Using  these  nuribers,   the  current  expenditure   (V/'  -ha 
5%  rate  and  the  first  $100/$200  exemption)    is  $160.6  million. 
Over  41%  of  filers  claim  the  $100  deduction  and  interest  from 
Massachusetts  banl-cs. 

Below  is  a  table  of  projected  expenditures  from  various 
exemption  levels  but  at  the  current  unearned  income  tax  rate  of 
10%.      (Harried  exemption  levels  and  protected  savings  are  in 
parenthesis) . 


Total  savings  protected 
at  5%  rate  of  return 

Total 
Exemption 

Tc~  al 

$2,000  ($4,000) 

$100 

($200) 

$3  .  5 

$6,000  ($12,000) 

$300 

($600) 

—      C  i.T 

$10,000  (320,000) 

$500 

($1, 000) 

V  "       ■  — 

$20,000  ($40,000) 

$1 , 000 

($2 , COO) 

S  S  6  .  4  :■! 

Source : 


DOR 


%  FILERS  CLAIMING  MED,  DEDUCTION 


SPECIAL  COMMISSION  ON  TAX  REFORM 
Room  741,  TOO  Soylston  Sfreet 
Boston,  MA  02 11  6 

Seprssenr  =  ;;v; 
CHAR!.ES  r.AHESTY 
Chairman 

Tel.  72C-2iC3 


TO:     Personal  Taxes  Ccnnittee  nenbers 
FRO;-I:     Staff,   Special  CoEnaission  cn  Tax  Refom 
DATE:      SepteEiher  13,    1987    (Update  10/5/87) 
RE:     Exempting  Social  Security  Benefits 


Currently  Massachusetts  cciapletely  exenipts  social  sec; 
benefits  from  state  taxation.  The  Federal  governr-en"::  ta::e: 
half  of  social  security  benefits  whan  the  sun  of  z.n  indivi: 
adjusted  gross  inccne  and  one-half  of  his/her  social^ secur; 
income  exceeds  $25,000   (or  $32,000  for  joint  filers)-. 

The  expenditure  listed  in  the  TE3  as  a  result  of  non- 
taxation  of  social  security  benefits  is  S294.4  11  (this  ar.cun-  is 
upwardly  biased  as  it  does  not  include  no-tax  stauus  and  eli.crly 
deductions) .     The  expenditure  would  be  $197  million  if 
Massachusetts  coupled  with  the  Federal  Code. 

A  breakdown  of  social  security  income  for  Massachusezts 
residents  is  not  available  but  national  statistics  are.   The  da";a 
reveal  that  the  median  total  inccr.e  for  all  elderly  hcusehclds  in 
i93<:  was  $10,170,    far  below  the  federal  threshold  for  taxav.icn  c.f 
social  security  benefits.     For  those  households  which  rej.y  solely 
on  benefits  from  social  security,   the  median  income  was  $6,270. 
In  addition,   75%  of  elderly  households  had  incomes  less  than 
$20,000.  These  numbers,   along  with  the  tax  e:<penditurG  estimate 


Senator 
JOHN  W.  OLVER 
Choirmon 

Tci.  722-1532 


-'■     The  formula  is  more  com.plex  than  this.     One  half  of 
social  security  benefits   (SS3)    are  taxed  OR  one  half  of  social 
security  benefits   (SS3)   are  taxed  OR  one  half  the  difference 
between  modified  adjusted  gross  income   {llAGl —  it  differs  from 
adjusted  gross  income  in  that  it  includes  otherwise  tax  exempt 
interest  and  excludes  social  security  benefits)   plus  one  half  cf 
social  security  benefits  and  $25,00  0    ($32,000  for  married 
filers).  The  formulaic  e:-rpression  is: 

1/2    [    (!^AGI  ^   1/2   SSBH)    -   $25,000  1 
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for  coupling  with  the  federal  code,   suggest  that  raxing  social 
security  income  as  specified  by  the  federal  code  would  not  affec 
the  large  majority  of  elderly  households.     It  would  tax  those 
households  with  substantial  v;age  earnings,   private  pension 
income,   or/and  assets  in  addition  to  social  security. 


APPENDIX  3 


The  following  naterisls  included  in  this  Appendix  were 
distributed  to  the  local  taxation  cominittee  merahers  at  ccnni 
meetings  which  were  held  on  August  5  and  August  15,  1987. 


B-1  Residential  property  exezipticns 

B-2  SOL  subject  to  reimbursenent 

B-3  Staff  meno  concerning  reiinbursement  for  state  cwne 

land 

3-4  Valuations  and  2  5%  reinbursenants  for  carta j.n  tax 

exe-ipt  property 

3-5  Staff  nemo  concerning  analysis  of  cartain  tax  exer. 

property 
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Sliate-o-.y-nsd  land  subject  to  reinbiirsenient 


MESsachusetts  Gansral  L^ws,  Chapter  53,  section  provides 

Section  13.  In  nineteen  hundred  and  seventy-fivG  and  evei-/  zith  year 
thereafter,  the  commissioner  shall,  on  cr  before  June  nrst,  determine  as 
CI  January  first  the  fair  cash  value  as  hereinafter  provided  of  all  land 
in  ever/  tovm  owned  by  the  commonwealth  and  used  for  ihe  purposes 
of  a  fish  hatchery,  game  prsserve  or  wild  life  sanctuary,  a  state  milirar,* 
camp  ground,  the  Soldiers'  Home  in  Massachusetts,  the  Soldiers'  Home 
in  Kolyoke,  a  state  foresc,  the  University  of  Massachusetts,  or  a  public 
institution  under  the  department  of  correction,  the  dspartmint  ex  educa- 
tion, the  department  or  mental  health,  the  department  of  mental  rotarda- 
don,  the '  department  of  public  health,  the  department  of  public  r.-eiiare, 
or  the  dopartment  of  youth  services,  land  owned  by  the  commonv.-ealth 
known  as  the  V/achusett  Mountain  State  Reserration  and  the  Mount 
Greyiock  State  Reser/ation;  and  of  ail  land  owned  by  the  commionwealth 
and  under  the  care  and  control  of  the  department  of  environmental  man- 
agement and  used  for  recreational  or  conser-ation  purposes;  and  ci  ail 
land  held  by  the  county  comm.issicners  for  hospital  purposes  under  :cc- 
lijns  seventT-eight  to  tiner/,  inciusivo,  of  chapter  one  hundred  and 
eleven;  and  of  ail  land  held  by  the  department  cf  public  worics  for  use 
as  a  solid  waste  disposal  laciiir/  undor  secrions  eighteen  through  twenrr- 
four,  inclusive,  of  chapter  sizrteen. 

As  used  in  this  section,  "land"  shall  not  include  buildings,  strucrures. 
improvements  or  other  things  erected  thereon  or  an!."cdl:hereto.     -  ■ 

The  detsimination  of  value  mr.de  under  this  section  shall  be  in  :uch 
detail  as  to  lots,  subdivisions  or  acrec.ge  as  the  commissioner  may  deem 
necessary.  To  assist  in  making  such  de  ermination  the  commissicncr  may 
require  oral  or  written  information  from  any  oincer  or  agent  cf  the  com- 
monwealth or  of  any  counr/  cr  town  therein  and  from  any  other  inhabi- 
tant thereof,  and  may  require  such  information  to  bs  on  oath.  Such 
cmc^rs,  agsnts  and  persons,  so  far  as  able,  shall  furnish  the  ccmmissioner 
with  the  required  information  in  such  form  as  he  may  indicate,  within 
.fifteen  days  after  being  so  requested  by  him.  No  reimbursements  hereun- 
der on  account  of  lands  owned  by  the  com.mcnwcaith  and  undor  the  care 
and  control  cf  the  departm.ent  cf  environmental  management  and  used 
for  recreational  or  ccnser/ation  purposes  ;hail  be  made  from  the  Inland 
Fisheries  and  Game  Fund. 


Senator 
JOHN  V/.  OLVER 
Chairman 

Tel.  722-1532 


SPECIAL  COMMISSION  ON  TAX  REFORM 
Room  741,  100  Boylston  Sfreef 
Boston,  MA  021  I  6 


CHARLES 
Chaii 

Tel.  7^ 


MEMO 


TO: 

FROM; 
RE: 
DATE ; 


Local  Connittee 
Staff 

Reiinbursement  for  State  Owned  Land 
September  16,  1937 


As  discussed  at  cur  last  meeting,   the  state  reirJcurses 
cities  and  tox>;ns  for  some  but  not  all  state  owned  land  ("SCL") 
SQ-c  forth  in  MGL,   ch.58,   section  13.     The  SOL  nc/z  lis-ed  in  -  1 
and  therefore  not  considered  under  the  reinburser-enr  fcrmulr. 
includes  land  held  by  the  following  state  en~i~iej: 

1~.       Division  of  Capital  Planning  and  Cperaticns 

2.  Department  of  Public  'w'orks,   except  sclid  waste 
facilities 

3.  Depar'^m^ent  of  Food  and  Agriculture,   e:-:c2j;t  irccls 
held  under  special  conditions 

4.  Department:  of  Environmental  Quali-cy  Engineering 
Peabody  landfill 

5.  All  authorities,   although  MassPcrt,  Mass.  v:atG_- 
Resources  Authority  and  Metropoli-an  Distric-^ 
Commission  make  PILOT  paym.enrs ,   and  the  Mass. 
Convention  Center  Authority  is  au-horized  "o  r.?.]:c 
PILOTS  but  does  not  currenulv  do  so. 
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SPECIAL  COMMISSION  ON  TAX  REFORM 


Room  741,  100  Boylston  Street 


Boston,  MA  021  16 


JOHN  W.  OLVER 
Zhairman 


ei  722-i532 


TO: 


Membars,   Local  Ccmnittse 
Special  Corjnissicn  on  Tax 


Raf  ona 


From: 


Staff,  Special  Coniinission  on  Tax  Refom 


Date: 


Septenber  14,  19C7 


Re: 


Analysis  of  Certain  Tax  Exempt  Property  (TZF) 


Since  the  last  rueting  of  the  local  cormittee,  the  ccr.ir.ission 
received  data  compiled  by  the  DOR  on  the  extent  of  z^y.  e;:ar.p-:: 
properties  in  283  cciniaunities .     The  following  memo  discusses  z'r.a 
reliability  of  such  data,  results  from  including  tax  exer.pt 
property  in  the  cost  side  of  the  local  aid  formula,   and  analysis 
.of  the  relationship  between  levels  of  tax  exempt  property  and  rax 
burdens . 

The  following  observations  cummarize  this  analysis: 

1.  Data  collected  on  state  owned  land  has  been  irr.proved  cv2r  1:13 
last  few  years  by  the  Department  of  Revenue,  but  they  still  are 
missing  data  for  19%  of  Massachusetts  comjnunities .       Data  on 
privately  owned  tax  exempt  property  is  much  less  reliable,  .'.s 
such,  conclusions  from  statistical  analysis  on  these  d^ta  zhcv.L'l 
be  considered  preliminary  ar.d  tentative. 

2.  Including  state  owned  land,  hospital  and  educational  proper-y 
in  the  local  aid  regression  does  not  significantly  improve  -che 
current  formula's  ability  to  account  for  local  costs,  nor  does 
the  extent  of  these  properties  appear  to  significantly  increase 
or  decrease  costs  to  communities. 

3 .  Neither  state  cvnied  nor  hospital  and  educational  property  =re 
highly  correlated  v/ith  residential  property  tax  burden.  But 
these  two  types  of  tax  exempt  property  exhibit  different 
relationships  with  burden.     State  o\vned  land  is  negatively 
correlated  with  burden,   suggesting  that  SOL  exisrs  in  ccrj7.uni"i93 
with  lower  burdens.     Tax  exempt  property  used  fcr  hospitals  and 
education  have  a  positive  correlation  with  burden,  sugges-ing 
that  these  institutions  are  concentrated  in  areas  with  high 
burdens   (e.g.  urban  areas). 
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DATA 

The  DOR  has  paid  nor3  attention  to  the  valuation  of  SOL  :. 
the  last  few  years.  Resources  hava  been  devoted  to  more  carefu 
collection  and  estimation  of  this  data. 

The  reliability  of  data  on  privately  ov/ned  tax  exempt 
property,  on  the  other  hand,   is  rather  i^uspect.     This  infornia--: 
is  currently  collected  by  individual  assessors.     By  their  own 
account,  the  assessors  we  talked  to  from  across  the  state  plac 
very  little  stoc]:  in  these  niinbers.     They  argue  that  since  the 
do  not  collect  revenue  frcn  these  institutions,   there  is  littl 
incentive  to  provide  accurate  valuations  on  these  properties, 
takes  a  very  low  priority  for  assessors.     The  chair  of  the  boa 
of  assessors  -said  that  raany  assessors  use  insurance  data  for 
valuation  of  hospitals  and  educational  facilities. 

The  data  used  by  coiznissicn  staff,   focused  only  cn  s-cate 
owned  land  (SOL)   and  ta::  ei^cmpt  hospitals  and  educational 
facilities   (HED)   as  classified  by  educational  and  charitable 
institutions  provided  for  under  clause  five  of  chapter  59  for 
FY86.     The  data  include  2S3  cities  and  tov;ns  which  ccnprisG  8  Z. 
of  all  cities  and  towns.     The  data  set  excludes  several  larga 
cities,   specifically  Springfield,  Worcester,   and  Scncr^/ille. 
sample  excluded  represents  2  5%  of  the  population  and  2  2%  cf  to 
taxable  property. 

Seme  surcmar^^  statistics  of  the  data  arsj 

Two-thirds  cf  tax  exempt  land  in  the  state  is  locally  owned. 

Cn  average,  the  combined  percentage  cf  SOL  and  ?IED  as  a 
percentage  of  total  taxable  property  is  5.52%.     For  SOL  only 
2.93%,  and  2,5S%  for  hospital  and  educational  properties o 

If  the  state  '^:ere  to  raimbur-sc  localities  at  2  5%  cf  valuation 
TE?  tines  the  commercial  ta:-:  rate  of  the  locality  (often  refer 
to  as  the  *"Ryder-Mann"  formula) ,  the  total  amount  of 
reirJDursement  for  SOL  and  HED  would  equal  $81  million  for  2C3 
cities  and  towns;  4  3  H  attributable  to  hospital  and  ecu 'j a-* ion 
property  and  3GII  from  SOL.     If  all  cities  and  towns  were 
included,  total  reimbursement  would  e;.:ceed  $1C0  million. 

The  10  cities  and  towns  with  the  largest  total  raimJ^ursements 
both  SOL  and  HED  would  receive  73.0%  of  those  reim-bursements 
(Boston  alone  accounts  for  58%) .     The  10  localities  with  large 
reimbursem.tns  for  SOL  would  receive  81.9%  of  the  reimbursem.en" 
(Boston  would  claim  67.6%  of  all  rGim±)ursements) .     The  10 
localities  with  the  largest  reim±)ursements  for  HED  v;culd  racei 
73%  of  the  reimbursements   (Boston  receiving  50%) . 


INCLUDING  TEP  IN  THE  LOCAL  AID  FORI-IULA 


In  the  last  local  comnittae  meeting,   it  was  asked  if  sone 
measure  of  TEP  was  included  in  the  local  aid  formula.  Those 
familiar  v;ith  local  aid  formula  at  Department  of  Administra-cior. 
and  Finance  and  the  Local  Aid  Commission  agreed  that  no  direct 
measure  of  TEP  is  in  the  fonaula. 

The  question  we  then  pursued  v/as,  what  v/ould  happen  if  TI? 
were  explicitly  included  in  the  local  aid  formula?    There  are 
some  serious  statistical  problems  wi'ch  this  exercise.     First ^  ir. 
order  to  best  approximate  the  degree  to  which  TEP  affects  costs, 
the  1980   (pre  2  1/2)   data  was  used.  However,  the  available  data 
on  TEP  is  for  1986.     Secondly,  only  283  towns  are  used.     This  is 
a  statistical  problem  if  the  missing  cities  and  towns  are  not 
representative  of  the  included  cities  and  towns  (see  discussion 
above  of  data) . 

Two  different  measures  of  TE?  v/ere  explored.     The  first  tr.2 
per  capita  le\^  on  SOL  and  HED  as  determined  by  the  Rydar-::~r.n 
formula.     The  second  measure  takes  the  proportion  of  the 
valuation  of  SOL  and  hospital  and  education  relative  to  tc-cl 
taxable  valuation.  Regressions  were  run  separately  for  SOL,  HZ2 , 
and  for  the  two  combined.     In  no  instance  was  the  regression 
significantly  improved  by  the  addition  of  these  variables  nsr  di 
these  new  variables  significantly  affect  local  expenditures. 

The  preliminary  results  seem  to  suggest  that  including  TZ? 
in  the  local  aid  formula  v/ill  not  be  a  fruitful  exercise,     "..'hi Is 
certain  communities  may  in  fact  witness  significant  increases  ir. 
ccsts  due  to  tax  exempt  property,   it  is  not  a  generalized 
experience. 

LOCAL  PROPERTY  TAX  BURDENS  AND  TEP 

^vhilc  the  degree  of  TE-'  property  does  not  sicnif ican'ly 
affect  local  expenditures,   it  may  still  be  true  that  ccrjnur.i -ies 
with  large  amounts  of  TEP  do  face  higher  tax  burdens  than  these 
communities  with  less  TEP.     Conversely,  TEP  like  private  collegs 
may  attract  a  certain  population  and  result  in  a  lower  per  cepi- 
tax  burden.     In  order  to  test  whether  TEP  was  correlated  with  p- 
burden,  we  used  a  measure  of  tax  burden  developed  by  the  Local 
Aid  Commission.     The  measure  ta.kes  into  account  the  degree  of 
wealth  (as  measured  by  property)   and  income  of  residents  balance 
against  the  amount  of  services  provided. 

Again  a  per  capita  measure  of  TEP  and  a  proportion  of  tot-.l 
levy,  broken  do\m  by  SOL  and  HED,  was  used  for  the  correlations. 
The  results  suggest  that  the  degree  of  SOL  is  negatively 
correlated  with  burden,  while  HED  is  positively  correlated  -.ri-h 
burden.     This  suggests  that  reimbursement  for  SOL  v;ould  not 
necessarily  go  to  cities  and  towns  with  the  highest  property  z^y. 
burdens.     Conversely  reimbursements  for  HZD  property  v/ould 


generally  do  so,  with  notable  exceptions. 


CONCLUSIONS 

Given  the  tentative  nature  of  the  data,  the  results  prov 
should  be  used  cautiously.     I-Ieasures  to  include  TE?  in  the  Ic 
aid  formula  may  net  be  advisable,  at  least  not  until  nore 
accurate  valuations  for  private  TEP ' s  become  available. 
Reimbursement  for  SOL  appears  to  be  negatively  correlated  wit 
burden  but  reimbursemGnts  for  SOL  should  be  studiad  more 
carefully  if  a  goal  of  reimbursement  is  to  relieve  property  t 
burdens.     Finally,  the  data  suggest  that  PILOT  programs  with 
educational  institutions  and  hospitals  would  help  communities 
with  high  burdens . 


25X  REIHGURSEHENTS  -OR  10  LARGEST  RECIPIENTS  FOR  SOL  AND  HED 


To C3 1  T axabl e 
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SOL 

and  HED 
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HED 
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total 
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taxanle 
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MUNICIPAL ITY 

( In  S1000) 

(In  SinoiTi 

Property 

DARTMOUTH 

657391 

24.33% 

FRAMINGMA?! 

2530535 

5.93% 

SS57, 1 93 

HC.^TH/iMPTC.'J 

771077 

CHjt  1  ^  1 

34.64% 

CAMBRIDGE 

3616211 

166518 

4.6:% 

51,283,463 

15856A4 

126509 

1 1 . 76% 

S-, 362, 275 

UALTHAM 

2378287 

351811 

14.79% 

S2,C27,£S0 

AMHERST 

470217 

525534 

111.76% 

S2,173,C£2 

MED FORD 

1736752 

460390 

26.51% 

WcLLHSLEY 

1552704 

917186 

59.07% 

$3,794,257 

BOSTON 

19672483 

7357251 

37.40% 

547,544,761 

TOTAL 

34971719 

10545724 

263,74.^,610 

TO?  10  AS  % 

24.53X 

74.34% 

77. >G% 

OF  2£3  LOCALITIES 


;3%.  REIMSURSEME.MTS  FOR  ^0  LARGEST  R3CIP!E!JTS  FOR  HED 


KUIJICIPALITY 


Total  Taxable  Per  Cent 

Real  i             Total  HED 

Personal             HED  of  Total  25%  Reiirixir: 

Prcporty  Property  Tax2;:le  irent  for 

(in  S10005  (in  S1000)  Procerty  h;D 


w:ymcuth 
viLLiA;is:c'j;i 

LOV.'ELL 

(ICRTHAHPTCM 

CnCCKTOM 

ca;cr!DGc 

WALTKAM 
HED FORD 
W5Ll££LEY 
BOSTC.'i 


',033704 

:':Z769 

'347S24 
771077 
1585644 
3616211 
23732S7 
1736752 
^,552704 
19672433 


6CC29 
1V914 

74777 
203055 
126331 
153033 
265313 
442211 
2369:.  3 
3334977 


56.39% 
4 . 33% 
26.33% 
7.97% 
4.29% 
11. 13% 
25.46% 
57.12% 
17.21% 


374:67 
69616: 
736337 
922277 
119^93-'- 
13-2;33 

366937-7 
21374736 


TOTAL 


;4153435 


5714205 


34526413 


TO?  10  AS  ^. 

OF  233  LCCALITIE  23.95% 


74.93% 


73.34% 


25X  REIKBURScKEHTS  FCS  10  LARG£S.T  RECIPIEIITS  FOR  SOL 


Total  Ta;;able  Por  Cent 


Real  i 

Total 

SOL 

Personal 

SQL 

of  Total  25% 

Property 

Property 

Taxable  " 

-.ent  for 

MUNICIPALITY 

(in  SICCO) 

(in  S1CC0) 

?rop3r:y 

SCL 

PIT7SFIEL0 

853363 

49726 

5.82?'. 

345800 

SALEM 

1392832 

57653 

4.14% 

3^T141 

PLYMOUTH 

1238761 

63335 

5.03% 

353177 

BRCCKTOM 

158564A 

60153 

3.79% 

439393 

DART.MCJTH 

657391 

93946 

15.05% 

'.4CCC4 

BOURNE 

659965 

133635 

23.23% 

4721G9 

WALT HAM 

2378237 

S5998 

3.62% 

4956:5 

frahingha;-i 

2330953 

100173 

3.96% 

571737 

AMHERST 

470217 

460133 

97.36% 

■9026-.9 

SC37CN 

19672483 

3972274 

20.19% 

2567C025 

TOTAL 

31460401 

5102031 

3110^617 

TCP  10  A3  % 

OF  233  LOCALITIE  22.C6X  77.777.  81.96% 


"DOR"  "STATE-OVJr.'ED" 

"CODE"  "CITY/TOWN"  "LAND" 

REPT  ("-",,  REPT("-",32)  REFT  ("-",32) 

32) 

1  "ABINGTON"  44073 

2  "ACTON"  39220 

3  "ACUSKNET"  3  3 

4  "ADAI-IS"  12  9 10 

5  "AGAVJAI'I"  3  73  66 

6  "ALFORD"  0 

7  "AI'IESBURY"  0 

8  "  AIDERS  T"  2  04  53  3 
S  "ANDOVER"  9  7  532 

10  "ARLINGTON"  0 

11  "ASH  BURNHAiM "  14  3  41 

12  "ASKBY"  210  3  3 

13  "ASHFIELD"  3530 

14  "ASHLAND"  43018 

15  "ATHOL"  11635 

16  "ATTLEBORO"  0 

17  "AUBUR-M"  0 

18  "AVON"  0 

19  "AYSR"  15  57 

20  "BARNSTABLE"  13  02C 

21  "BARRE"  3583 

22  "BECKET"  27631 

23  "BEDFORD"  432473 

24  "EZLCKERTCVm"  13  59  68 

25  "BELLINGHAM"  0 

26  "BELMONT"  12  3  0 

27  "BERKLEY"  5  5  07 

28  "  "BERLIN"  0 

29  "-BEKNARDSTCN"  G 

3  0  "EEVERLY"  13  52  8 

31  "BILLERICA"  125700 

3  2  "ELACKSTONE"  0 

3  3  "BLANDFORD"  116  0  0 

3  4  "BOLTON"  5  3  59 

35  "BOSTON"  733155 

3  6  '-EOURlN^E"  7  415  02 

37  "ECXBOROUGH"  0 

38  "BOXFORD"  20777 

39  "EOYLSTON"  0 

4  0  "3RAINTREE"  0 

41  "EREUSTSR"  216902 

42  "BRIDGEWATER"  2  9  72  06 
4  3  "BRIMFIELD-'  2"44  5 

44  "BRCCI'TON"  15  9 

45  "3R0CKFIELD"  7807 

46  "BRCOKLINE'-  0 

47  "BUCKLAND"  2  666 

48  "  BURLINGTON  0 
4  9  "CA-I-I3RIDGE"  0 

50  "CANTON"  4  313  0 

51  "CARLISLE"  124239 

52  "CAJ^VER"  109  52  2 

53  " CHARLEMONT "  4  3  2  6 

54  "CHARLTON"  3  67  2 

55  "CHATHAI-I"  0 

56  "CHELMSFORD"  11334 
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57  "CHELSEA"  77638 

58  "CHESHIRE"  27211 

59  .  "CHESTER"  17390 

60  "CHESTERFIELD"  16452 

61  "CHICOPEE"  0 

62  "CHILI-IARK"  0 

63  "CLARKSBURG"  2  5401 

64  "CLINTON"  0 

65  "COHASSET"  778 

66  "COLRAIN"  14633 

67  "CONCORD"  34S994 

68  "C0irv7AY"  2  4731 

69  "CUT-G'IINGTON"  14  6  5 

70  "DALTON"  179  02 

71  "DAI'TVERS"  4  0751 

72  "DARTMOUTH"  13  5  65  3 

73  "DEDHAM"  0 

74  "DEERFIELD"  "  26465 

75  "DENNIS"  2179 

76  "DIGHTON"  0 

77  "DOUGLAS"  3  72  97 

78  "DOVER"  13  6  67 

79  "DRACUT"  13520 

80  "DUDLEY"  0 

81  "DUNSTABLE"  4  9 

82  "DUXBURY"'  13  418 

83  "EAST  BRIDGEV7ATER"  7  4 

84  "EAST  BROOKFIELD"  0 

85  "EAST  LONC-MEADOW"  0 

8  6  "EASTHAI4"  0 

87  "EASTHAI-IPTON"  43  6 

88  "  "EASTON"  41592 
39  "^DGARTOV'TN"  2  617  4  5 

90  "EGREMONT"  64  21 

91  "ERVING"  152  94 

92  "ESSEX"  749 

93  "EVERETT"  0 

94  "FAIRHAVEN"  18898 
'-■'^  "FALL  RIVER"  79346 

"FALI-IOUTH"  2  0  5790 

"FITCHEURG"  32313 

98  "FLORIDA"  31812 

9  9  "foxborough"  59  563 

100  "fraJ'Iingha:4"  494339 

101  "fra2tklin"  47  55  6 

102  "freetown"  3  6063 

103  "GARDNER"  134  00 
1C4  "GAY  HEAD"  0 

10  5  "GEORG..,  OWN"  2  313  4 

106  "GILL"  1634 

107  "GLOUCESTER'  22305 

108  "GOSHEN"  2  015  3 

109  "GOSNOLD"  10642 

110  "GRAFTON"  895 

111  "GPJUTBY"  25728 

112  "GRAin/ILLE"  25775 

113  "GREAT  HARRINGTON"  3  3916 

114  "GREENFIELD"  1615 
-15  "GROTON"                                                .  18415 
116  "GROVELAND"  16971 
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